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opinion will have to play an active, vigilant and effective 
role in selecting and guiding their representatives in 
securing stable world peace and economic and political 
security for all and seeing that they do not sow seeds of 
another world war as they did at Versailles These repre- 
sentatives must be men of foresight and understanding 
A successful warrior is not necessarily a great statesman 
The constitution of the Peace Conference and the evolution 
of the future World Order will require very careful 
thought The public, therefore, has a heavy burden to 
shoulder and serious responsibility to discharge The 
economist will also have to play an important role m this 
task of post-war economic reconstruction 

A word of explanation may be added here This work 
was completed before the outbreak of the present War The 
economic developments since then have been many and of 
far-reaching character Therefore wherever possible and 
necessary, important developments have been noted, but 
the fact remains that there has been no material change 
m the technique of Commercial Policy The War has only 
helped the extension of the rigid and restnctionist type of 
commercial policy which Nazi Germany had adopted as 
early as 1934 and perfected it thereafter In fact since 
1934, German economic policy has been almost on war 
basis Great Britain also built up an armoury of restric- 
tionist measures and resorted to blockade against Germany 
which had already anticipated the British mov e and had 
regulated its commercial policy accordingly Despite these 
tactical changes and adjustments the essentials of the 
Technique of Modern Commercial Policy have however, 
remained the same 

War-time developments have immensely increased the 
necessity for a rational commercial policy in any scheme 
of international economic reconstruction and efficient 
cJ M'ivJld eceoefatic rsss^ses A-ee 

scope for the expansion of world trade is essential to 
provide a durable basis for world peace Restrictions on 



international trade must be removed As President Roose- 
velt has recently said “we must make sure that no efTort 
will be spared to place international commerce on a basis 
of fair dealmg equality of treatment and mutual benefit 
In no other vva> can it serve the function of promoting 
rather than retarding peaceful relations among nations 
and economic well-bemg of all ' 

The present work is a critical analysis of the technique 
of Modern Commercial Policy and contains suggestions 
for post-war reconstruction It is both critical and 
constructive This work is therefore addressed as much 
to the general public as to students of economics, who will 
have to play an important role m securmg a just and stable 
economic order 

I acknowledge my indebtedness to the University of 
Bombay for the substantial financial help it has granted 
towards the cost of the publication of this work 


Khalsa College, 
Bombay 

1st October 1942 
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INTRODUCTION 


Importance o£ the Subject: 

A study of the technique of modern commercial policy 
needs no apology During the post-war period, particularly 
since the depression the technique of commercial policy 
has recorded remarkable changes The introduction of 
quotas, exchange controls, clearing agreements, import 
monopolies, milling regulations, etc, represents a radical 
dopaturre from the conventional technique These mea- 
sures have restricted the flow of international trade and 
affected adversely the standard of life of the people m 
most countries International relations have been strained, 
leading to economic and political instability This technique 
led to suspicion and misunderstanding between nations, 
which m turn, have further strengthened the restnctionist 
policies The whole situation has, thus, become extremely 
grave The economic implications of those new measures 
should, therefore, be studied and their dangers brought 
home to the general public, for. a well-informed public 
opinion alone can restore sanity in modern commercial 
policy 

Special SignUicance of this Study to India : 

A critical analysis of this technique is of special signi- 
ficance to an industrially backwani country like India, 
where the state has so far failed to formulate a definite 
economic policy in keeping with the requirements of the 
people The present economic policy of the Government 
of India IS a medley of incongruities It is a curious mix- 
ture of latssez fatre, on the one hand, and haphazard and 
half-hearted protectionism, on the other The dangerous 
principle of discrimination, in the form of Imperial Prefe- 
rence, has become an integral part of our tariff policy 
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Import quotas have also crept in In - commercial 

treaties, there is hardly any definite i thought out 

policy of negotiating a net-work of br i commercial 

treaties m order to find suitable markets for our exports 
What India needs is a carefully thought out commercial 
policy able to protect her national interests against the 
aggressive econonruc policies pursued by foreign countries 
and at the same time contribute her quota towards the 
improvement of international economic relations A fuller 
understanding of the technique of modern commercial 
policy IS essential for the formulation of a national com- 
mercial policy which would satisfy the reasonable economic 
requirements of the nationals of the country, and encourage 
complementary exchange between countries If economic 
historj IS any guide it must be admitted that the growth 
of stable economic internationalism rests upon healthy 
nationalism The right of industrially backward countries 
to develop their economic resources must be recognised and 
adequate financial assistance extended to them The indus- 
trially advanced countries should take these new compe- 
titors in good grace and discard the element of economic 
self-sufficiency from their commercial policy 

A\ailable Literature on the Subject 

It IS in the fitness of things that the literature on the 
technique of modem commercial policy has been growing 
rapidly We shall refer here only to a few important 
works The publications of the League of Nations and the 
International Chamber of Commerce are of special interest 
m this connection For example the Annual World 
Economic Survey and the special memoranda prepared for 
the World Economic Conference are very useful Reports on 
Exchange Control and Clearmg Agreements are equally 
illuminating The volumes m the Treaty Series published 
by the League of Nations are useful so far as the texts 
of the treaties are concerned, though the texts of the com- 
mercial treaties can also be found in the Board of Trade 
Journal Prof Bertil Ohlin’s Report on International 
Economic Reconstruction and Memoranda attached thereto 
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are valuable as pnmary sources of information, and otners 
as important contributions to specific aspects of modem 
commercial policy It is, however, not possible even for a 
good student of Economics to wade through this mass of 
literature in order to have a correct view of modern com- 
mercial policy A systematic study of the recent deve- 
lopments m commercial policy which may undertake to 
examine the theoretical aspects of the same, on the one 
hand and analyse the facts on the other would provide 
a comprehensive review of the entire problem, which 
would prove useful not only to the economist but also to 
the statesman 

An ambitious piece of research work of this nature can 
be successfully undertaken by experts and organised by 
the League of Nations The different governments may be 
asked to lend their co-operation by giving the necessary 
information and in other ways It is only by some such 
comprehensive effort that a well co-ordmated study can 
be made which will be useful to all those interested m 
the problem 

In view of this, it is difficult for an individual student 
to attempt to fill the gap In spite of this, a modest effort 
has been made m this work as an introduction to this 
larger need Because of obvious limitations of work by 
an individual student attention has been directed only to 
the more important features of the problem 


Scope of this Study : 

In the first chapter, we have given an outline of the 
evolution of commercial policy, for, the implications of this 
new' technique cannot be adequately understood except in 
relation to its past A proper historical perspective alone 
can enable us to understand the economic significance 
of some of the important changes that have taken place in 
tecfiDJ. years. In. tb/L secnv/l ebajjte?: Mte. ba-'ce. tc’a.'i 
briefly the more important economic problems of the period 
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oi the Great Depression, and the nature of the new instru- 
ments of commercial policy These chapters provide a 
general background for a detaffed study of the economic 
implications of the new commercial policy 

For the purposes of detailed study. v.c have selected 
tariff bargaining methods, quotas exchange control includ- 
ing clearing and compensation agreements, and the Most- 
Favoured-Nalion Clause Four chapters have been devoted 
to a critical analysis of the nev/ technique of commercial 
policy Each important instrument of commercial policy 
has been assigned a chapter, and its economic implications 
have been examined. The dangerous consequences of these 
restrictionist measures have been pointed out and sugges- 
tions made for suitable improvemcnis 

To make our study of the technique more realistic, we 
have reviewed the recent commercial pohey of the United 
States of Amcnca, the United Kingdom and India Besides, 
a special chapter has been devoted to a study of the 
Ottawa Scheme of Impcnal Preference In this way, we 
have been able to draw upon the varied experience of dif- 
ferent countries with widely different outlook m our review 
of the application of the new technique m practice For 
example, the dominating influence of British commercial 
policy on international trade has been noticed, and the 
dangers inherent in that policy, including the Ottawa 
Scheme of preferences, pointed out At the same time, a 
critical analysis of the trade agreements programme of the 
United Stales shows the part which a sober commercial 
policy can play, even m the most di/ficull and complicated 
of international economic conditions, in improving com- 
mercial relations and reducing trade barriers The review 
of Indian commercial policy, or rather the lack of 
a proper commercial policy, shows the defenceless position 
of a backv/ard country under present conditions The need 
for a defimlc and carefully thought out commercial policy 
is particularly great for an industrially backward country to 
protect her economic system against the aggressive eco- 
nomic nationalism of other countries We have shown that 
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such a strong policy can play a use^jl part in improving 
international economic relations 
In the concluding chapter we have made suitable sug 
gestions for removing the discriminatory and aggre'^sive 
character of modern commercial policy The present eco 
nomic and political conditions m the world are obviously 
intriguing and the complications in modern commercial 
policy have unfortunately a tendency to increase The 
fear of war and the consequent economic and political 
insecurity are largely responsible for the growing res 
trictions on international trade A mutual understanding 
between nations can alone improve the present chaotic 
situation and pave the way for any sound scheme of inter 
national economic rehabilitation 
We have seen that the technique of commercial policy is 
extremely complicated Besides it is subject to dynamic 
forces Each important commercial treaty is it finally emer 
ges from the hands of tho«e responsible for negotiation is 
usually quite distinct from the rest of its kind Each treaty 
serves the growing needs of contracting countries at a par 
ticular time In a dynamic society economic and political 
requirement which a commercial treaty is intended to 
serve change rapidly and affect both the contents and form 
of the treaty though changes in form are less fro 
quent and marked Numerous interests often conflicting 
have to be taken into consideration and carefully weighed 
For instance the schedule*^ containing tariff duties usually 
attached to commercia'i treaties, are based on elaborate 
tatistical studies undertaken by official and semi official 
bodies in bot'- the contracting countries The incidence of 
each duty has to be studied m detail and conflicting clangs 
reconciled Thus a tariff schedule well adapted to the 
growing needs of modern society is the product of a long 
process of evolution The same is true of other features 
of commercial treaties The task of a student of modern 
commercial policy is therefore both difficult and delicate 
The date te be are exiettsjvs- and ch^ngwg 

Generalisations are therefore risky and apt to become 
unrealistic uitli changes in economic conditions 



CHAPTER I 


EVOLUTION OP COMMERCIAL POLICY 

Protection’ has played a prominent part in rebe\Tng the 
birth pangs of the modem mdustrialism Almost every 
mdustnalised country has had to protect its mdustries 
against foreign competition, for a temporary period, so 
as to enable them to consolidate their position Rationally 
applied, protection enables the most efficient utilisation of 
the natural resources, human skill and aptitudes, and 
maximises mtemational trade and commerce But the 
application of protection must essentially be moderate,^ 
cautious and temporary, lest it should create vested in- 
terests, breed mefficiency and become permanent The 
evolution of modem commercial policy clearly shows 
the advantages of the protectionist policy as well as its 
dangers and drawbacks In short, at a certain stage m the 
industrial development of a country protection must as- 
sume the imporance of a tenet In the present chapter, 
therefore, an attempt will be made to trace, m brief, the 
evolution of modem commercial policy This historical 
study will show’ us the technique of commercial policy 
nursued m the past and its effects on the growth of trade 
and industries Further, it would be a guide m re-shaping 
our commercial policy, so as to improve the international 
economic relations and stimulate the growth of world 
trade 


BRITISH COMMERCIAL POLICY 
Protection in aid of industrialisation. — ^British commer- 
cial policy has been aptly characterised as one of definite 
and carefully thought-out protectionism since 1651 The 
Industrial revolutions introduced marked changes in her 
economic and industrial organisation and sounded a death- 
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knell of the primitive methods of production on which the 
mdustnal system of the world till then depended No 
wonder, therefore, that within forty years from the incep- 
tion of the industrial revolution in England, British indus- 
tries recorded a remarkable growth But in this process 
of mdustnal expansion, protectionist policy played a very 
important part, it enabled the British industries to 
consolidate their position against foreign competition 
During this period protective tariff was used essentially 
as an instrument of self-defence, the imports were almost 
entirely excluded After some time improved technique 
of production enabled the British industries to turn out 
articles of high quality at very cheap prices, with which 
no other country could successfully compete Therefore 
Britain soon became the workshop of the world By this 
time protection had achieved its objective From the 
structure of British industries in JB60 it was evident that 
protectionist policy could be completely discarded to 
enable the industries to draw their raw materials freely 
from foreign countries and find markets abroad for 
their finished oroducts 

Free Trade Idcology.—The evolution of this free trade 
ideology in Bntain, was, however, gradual and m keeping 
with the requirements of British industries and commerce 
Theoretical generalisations of Economic Science were 
suitably moulded to suit the practical problems of 
economic policy During the first half of the nineteenth 
century import duties, prohibitions bounties, shipping 
privileges, etc , were gradually abolished 

Huskisson’s RcIorms^Crcdit goes to Huskisson for 
having attempted for the first time to reform the commer- 
cial policy m the direction of relaxmg restrictions on 
trade He simplified the customs laws, which had worked 
considerable hardship on traders Further, in 1824 he 
reduced duties on certain raw materials, imported for 
the British industries, notably coal, wool and silk The 
restrictions on exports were also abolished 
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Another interesting feature of these reforms is that the 
system of bounties on exports was considerably discour- 
aged The bounties for the encouragement of whale 
fishery and exported silks were allowed to lapse m 1824 
Com bounty bad fallen into disuse Linen bounties 
were also discouraged But the sugar-bounty survived 
the attacks of the critics, and cost about £100 000 durmg 
1828 ' In short, bounties were substantially curtailed and 
lost much of their importance 

The system of imperial preference, howover, contmued, 
nolwithstandmg the most severe criticism of emment 
economists Parnell calculated that the East India Com- 
pany’s monopoly of tea, which was of the nature of a much 
exaggerated imperial preference, made the price of tea, 
exclusive of duty, double of what it was at New York and 
Hamburg and imposed a tax of at least £2 million a year 
m the form of higher pnces, that the preferential sugar- 
duties, by keeping out cheap foreign and East Indian sugar, 
uere a tax on the public of at least £1 5 jmlhon a year, 
and that the monopoly of timber trade enjoyed by the 
shipowners and Canadian merchants cost more than a 
million pounds a year* To these must be added coffee, 
hides and textile raw materials as the outstanding ex- 
amples of preference Substantial preferences were also 
granted on several other raw articles like pig iron, iron 
bars, sperm oil, tallow, gum, box-wood, soap, resm etc 
The colomes and the overseas possessions were, m turn, 
required to give a preferential treatment to the produce 
and manufactures of the U K The result was that the 
mother-country still practicaffy enjoyed all the advantages 
of the old monopoly with respect to supplymg the colomes 
with her articles It was the heavy taxation on the alter- 
native foreign articles, rather than the preference per se, 
which, drew the fire of the economists * 

Huskisson’s Navigation Act of 1825 codified the law re- 
Utmg to shippmg but kept all the old principles intact 
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There was still a list of goods, the produce of Europe, 
which might not be imported into the U K , to be used 
therein, save in British ships or in the ships of the country 
of which the goods were the produce, or m the ships of 
the country from which the goods were imported Thus, 
conditions were liberalised tn the interests of the 
British and particularly the entrepot trade The coasting 
traffic and the whole carrying trade between Britain and 
her colonies were still reserved for British ships “All 
intercourse between the mother country and the colonies, 
whether direct or circuitous,” said Huskisson, while in- 
troducing the Bill “and all intercourse of colonies with 
each other, will be considered as coasting trade to be 
reversed entirely and absolutely to ourselves 

Thus, taken as a whole, Huskisson’s Reforms did make 
some breaches in the protective system, but did not alter 
the system in any essentials For instance, instead of being 
prohibited, under the reformed system French silks paid 
30 per cent ad valorem but the new duty proved strong 
enough to keep most of the French silks out Similarly, 
the consolidation of all duties on cotton manufacturers at 
a uniform level of 10 per cent ad valorem had no percep- 
tible effect upon the imports Same was the case with 
the reductions in duties on wollens, glass, gloves, linen, 
etc The final omnibus clause of the budget of 1825 which 
fixed the duty on all manufacturers, specially dealt with, at 
20 per cent, shows the essential conservatism of the re- 
forms In view of Britain's industrial leadership the 
general level of 20 per cent tariff protection was more 
than enough to close her port-markets to most foreign 
manufactures * 

That the imports pay for the exports is an elementary 
principle of economics "rhe free traders therefore, rightly 
argued that the fiscal policy of the U K , which delibera- 
tely checked imports, checked also the growth of indus- 
tries which manufactured for export The British 

1 QunI cd by Clnpham p 812 
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industries, due to their technical elTiciency, had grown 
substantially but the expansion would have been still 
more rapid if Britain had permitted a free scope to im- 
ports Further, the British protectionist policy gave added 
strength to the protectionists in the European countries, 
particularly in France and Russia The German market 
was still open for the British goods, but it was almost 
stagnant America adopted a severe protective system 
with an interlude of free trade, but provided a very valu- 
able market for British manufactures India and China 
in the East also provided growing markets In short, not- 
withstanding the reforms of 1824-25 the British commer- 
cial policy continued to be seicrcly protectionist Ac- 
cording to Mr Clapham “roost of the customs duties on 
manufactures did not yield revenue and were not in- 
tended to yield revenue They were frankly protective 
Still m 2827, the total net revenue from customs and 
excise was about 139 million, whereas the net revenue 
from all other forms of taxation was 113 million only 
Import duties were levied on foodstuffs, like com, bacon, 
butter, cheese, lard, etc Raw materials were also taxed 
and included ‘cotton wool’, raw and thrown silk, wool, 
flax, hemp, etc Excise duties were levied on glass, paper 
prmted calicos and muslins 

In 1833 restrictions were further relaxed On about 58 
articles duties were completely abolished, and substantial 
reductions were made on about 700 articles This was 
another breach in the protective system, but it did not 
mark any radical change 

Role of Peel as Tariff Reformer.— To Peel goes the credit 
of having effected a radical departure from the traditional 
protectionist policy A general customs revision was made 
m 1842 whereby all prohibitory duties were removed and 
substantial reductions were introduced on a large number 
of articles of import, cspcciaHy foodstuffs and raw ma- 
terials In a total of more than 1,150 items in the list of 
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dutiable goods, 150 were subjected to modification A 
more liberal shdmg scale of duties mitigated the seventy 
of the Corn Laws Further remissions in duties were 
effected in 1844, and in 1845 about 430 petty items of tariff 
were abolished In 1846 an Act was passed whereby the 
Com Laws were to be abolished entirely by the 1st of 
February, 1849 Duties were also either abolished or 
reduced on about 150 raw materials and foodstuffs by the 
same Act The repeal of the Com Laws sounded the 
death knell of protectionism in England But these tariff 
reforms cost Peel his office 

Tariff Reforms of Gladstone — ^The reforms of Huskisson 
and Peel drew the sting out of the Bntish protective system 
and facilitated the task of the future reformers Even then 
the path of a tariff reformer was not so smooth as it might 
seem to be at the first sight Gladstone had an uphill task 
In 1853 Gladstone succeeded m removing duties on about 
120 articles and in reducing them on 140 others In 1860 
he negotiated a commercial treaty with France and reduced 
the total number of taxed imports to 48 Thus, by 1860 
England became a full-fledged free trader By this time 
the British exports reached an annual value of £165 mil- 
lion (lb more than 30 per cent of the total world trade) 
and the tonnage of British shipping was 5 7 million tons, 
which represented 34 6 per cent of the world total The 
remaining duties were slowly reduced — hops duty m 1862 
timber duty in 1869 and sugar duty in 1875 so that the 
number of taxed articles came down to about 20 and re- 
mamed so until the outbreak of the War 

Bntain adopted free trade not m deference to any 
abstract theory, or as an outcome of any popular propa- 
ganda, but because the logic of the whole course of the 
country’s economic development gradually led to it The 
Bntish industries, having sufficiently grown, felt the 
necessity of ample and cheap supply of raw materials and 
an open market for their manufactured articles Under 
the protective system the European continent could not 



EVOLUTION OF COMMERCIAL POLICY 


absorb the desired quantity of British goods, since duties 
were so high as to offset all the advantages of exchange 
The abolition of import duties by England, by facilitating 
imports from the continental Europe, increased the 
volume of both export and import trade with foreign 
countries The coatmental countnes, by mcreasmg their 
exports to England, were able to purchase a correspondingly 
larger amount of British manufactures It does not, there- 
fore come to us as a surprise to find that within five 
jears after the repeal of the Com Lav/s the British ex- 
ports rose from fifty to one hundred million pounds 
Between 1855 and 1900, the British exports rose from 
£116 million to £183 million and the imnorts from £146 
milhon to £460 million In 1913 the value of the British 
exports rose to £525 million and that of the imports to 
about £769 million. During this period Bntam specia- 
alised in manufacturing industries, and imported raw 
materials and foodstuffs 

The rapid progress recorded by the British industries 
under tanff protection afforded a strflnng example for 
other countnes to emulate Some of the more important 
countries m Europe, therefore reorganised their mdustnes 
und^r a tanff wall dunng the last quarter of the nmeteenth 
century The most obvious result of this change was that 
these countnes not only reduced their imports of the 
Bntish manufactures but commenced serious competition 
With the Bntish goods in other foreign markets Hence, 
before the end of the mneteenth century the need for 
tanff reform was felt m Bntam Being a free trader, 
Bntam had hardly any concession to offer by way of com- 
mercial reciprocity Further, at this stage, to the claim 
of tariff reform was added the principle of imperial pre- 
ference by Joseph Chamberlam He believed that the 
mtroduction of a general customs tanff with an average 
duly of 10 per cent ad valorem on foreign manufactured 
goods, duties on gram, flour, dairy produce, and meat, 
imported from foreign countnes, plus a Bntish preferential 
tanff for the Empire products would permit the organi- 
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sation of an independent Imperial Economic Unit Such 
a policy would also supply the means of negotiation for 
a more favourable treatment of the British goods in the 
foreign countries 

The adoption of imperial preference at this time would 
hai’e marked a radical change in British commercial policy 
The British Government, fortunately, unequivocally de« 
dared its intention m favour of free trade in the interest 
of the nation as a whole by negotiatmg the Cobden Treaty 
with France m 1860 If the policy of imperial preference 
was accepted it would have invoh'ed the imposition by 
Great Britain of import duties on foreign foodstuffs which 
the public opinion m England strongly disliked So also 
the scheme would have necessitated the levy of import 
duties on the raw materials required by the British indus* 
tries, because the Empire supplies could not adequately 
meet the requirements Above all, the Empire could not 
absorb the rapidly increasing output of the British indus- 
tries, which had to depend upon the foreign markets In 
short, the policy of imperial preference was not m the best 
interests of the British people at the time Therefore, 
Joseph Chamberlain, in his appeal to the country on the 
question of tariff reform in 1906, was overwhelmingly 
defeated Similar- results followed after the General 
Election of 1910 But the supporters of the protectionist 
revival remained undaunted and continued their campaign 
unabated till the declaration of the Great War 

The Great War demonstrated the military danger and 
drawbacks of free trade and prepared the most fertile soil 
in which the seeds of economic self-sufficiency germinated 
on an extensive scale for the first time in the modem 
economic history During the hostilities, the belligerent 
countries suffered great hardships due to the shortage of 
the supplies of essential foreign materials Britain, for 
instance, expenenced considerable difficulty due to the 
scarcity of essential foodstuffs and raw materials The 
protectionists, m support of their case, attributed the 
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hardships resulting from the scarcity of raw materials 
and foodstuffs to the policy of free trade, and emphasised 
the necessity of fostering key mdustries withm the 
borders of the U K and to so strengthen the economic ties 
between the different parts of the Empire as to create a 
single self-supporting Imperial Economic Unit 

The measures taken durmg the War marked, m effect, 
a return to protectionism m Bntam The Finance Act of 

1915 imposed duties of 33 per cent on clocks watches and 
component parts, cmematographic films, motor cars com- 
mercial vehicles, the accessories and the component parts, 
tyres, musical instruments and the accessories These duties, 
known as McKenna Duties, were mtended to restrict the 
luvury imports The following year the Board of Trade 
set up the Department of Import Restrictions with powers 
to regulate imports But the measures taken during the 
war cannot be taken to effect any permanent departure 
from the policy pursued during the normal period, they 
were essentially emergency measures 

It must, however, be admitted that the war effected 
marked changes m the economic outlook of the British 
people This is evident from the fact that as early as July 

1916 a Committee was aopomted under the chairmanship 
of Lord Balfour to study the commercial policy which 
Great Britain should follow at the end of the War, with 
special reference to the following questions * (a) What 
mdustries are essential to the future safety of the nation, 
and what steps should be taken to mamtain or establish 
them (b) What steps should be taken to recover home 
and foreign trade lost during the War, and to secure new 
markets (c) To what extent and by what means the re- 
sources of the Empire should and can be developed (d) 
To what extent and by what means the sources of supply 
within the Empire can be prevented from fallmg under 
foreign controL 
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The recommendations^ of the Committee are very in- 
structive, as they emphasised the need of reversion to pro- 
tectionism Firstly, the Committee stressed the need of 
fresh legislation to prevent dumping on the lines adopted 
in Canada Secondly, the British ‘ Key ’ and pivotal indus- 
tries should m their opinion be maintained at all hazards 
and at all expense Thirdly, they advocated protection by 
means of customs duties, or government assistance m other 
forms, of carefully selected industries, which must be 
maintained either due to the reasons of the national safety 
or on the general grounds They held that it is undesi- 
rable that any industry of real importance to the economic 
strength and well-being of the British people should be 
allowed to be weakened by foreign competition or brought 
to any serious extent m this way, or the other ways, under 
an alien domination or control Fourthly, preferential treat- 
ment should be accorded to the British Overseas Dominions 
and Possessions m respect of any customs duties now or 
hereafter to be imposed m the U K , and consideration 
should be given to other forms of imperial preference 
Fifthly, the duties imposed should be utilised for commercial 
negotiation with the allies and neutrals Sixthly, a strong 
and competent Board should be established, with an inde- 
pendent status, to consider the different forms of State 
assistance 

After the close of the Great War the protectionist policy 
was strengthened by enacting in October 1920 the Dyes- 
tuffs Import Regulation Act, prohibiting the importation, 
except under licence, of all organic dye stuffs colours 
and colouring matters An Advisory Committee was set 
up consisting of five representatives of the colour using in- 
dustries, three representatives of the dye-manufacturmg 
industries, and three independent members including the 
chairman, to control the imports and assist the Board of 
Trade m granting licenses The Act also provided for a 
Committee to advise the Board of trade in improving the 
efficiency of the British dye making industry 


Supra, B T J Iilar 1«18 p SSS 
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In August 1921, the Safeguarding of Industries Act was 
passed, consisting of two parts, the first part provided pro- 
tective duties to a number of key industries, and the second 
part empowered the Government to prevent dumping Ac- 
cording to the first part, customs duty of one-third of the 
value was to be imposed on certain scheduled goods import- 
ed mto Great Britam Such duties, however, were not 
chargeable on goods consigned from and grown, produced, 
or manufactured m the Bntish Empire Thus, once agam 
imperial preference became an important feature of the 
British commercial policy All these provisions were to 
remam m force for a penod of five years so that at the 
end of that penod the Government may be able to examme 
the situation The schedule mcluded about 6 000 articles 
chargeable to duty The Board of Trade was empowered 
to issue lists from tune to time defining the articles which 
were to be taken as fallmg under any of the general des- 
cnption m the schedule Addition to and exclusion from 
such a list depended upon the judgment of a referee, 
appointed by the Treasury, whose decision was final It 
IS Significant to note that at that tune about one-third of 
the commodities included m the schedule were not produced 
in the U K which shows that the new legislation was 
directed not only to protect existing industries, but also 
to encourage the establishment of new ones The chemical 
industry belonged to this category Before the war 
England depended upon Germany for the products of ♦he 
chemical mdustry and as an object lesson she decided to 
develop a national chemical industry 

For the prevention of dumpmg elaborate provisions 
were made It was laid down that if on a complaint it 
appeared to the Board of Trade that imported manufactured 
goods, other than articles of food and dnnk, were being 
sold m the U K at prices below the cost of production m 
the country of ongm, or at prices which by reason of 
currency depreciation were below the pnces at v,hich 
similar goods could be profitably manufactured in the 
U K , the Board might refer the matter for enquiry to a 
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The recommendations^ of the Committee are very in- 
structive, as they emphasised the need of reversion to pro- 
tectionism Firstly, the Committee stressed the need of 
fresh legislation to prevent dumping on the Imes adopted 
m Canada Secondly, the Bntish ‘ Key ’ and pivotal indus- 
tries should in their opinion be maintained at all hazards 
and at all expense Thirdly, they advocated protection, by 
means of customs duties, or government assistance in other 
forms, of carefully selected industries, which must be 
maintained either due to the reasons of the national safety 
or on the general grounds Th^ held that it is undesi- 
rable that any industry of real importance to the economic 
strength and well being of the Bntish people should be 
allowed to be weakened by foreign competition or brought 
to any serious extent in this way, or the other ways, under 
an alien domination or control Fourthly preferential treat- 
ment should be accorded to the British Overseas Dominions 
and Possessions in respect of any customs duties now or 
hereafter to be imposed in the U K , and consideration 
should be given to other forms of imperial preference 
Fifthly, the duties imposed should be utilised for commercial 
negotiation with the allies and neutrals Sixthly, a strong 
and competent Board should be established, with an inde 
pendent status, to consider the different forms of State 
assistance 

After the close of the Great War the protectionist policy 
was strengthened by enacting in October 1920 the Dyes- 
tuffs Import Regulation Act, prohibiting the importation, 
except under licence, of all organic dye stuffs colours 
and colouring matters An Advisory Committee was set 
up consisting of five representatives of the colour using in- 
dustries, three representalives of the dye manufactunng 
industries, and three independent members including the 
chairman, to control the imports and assist the Board of 
Trade m granting licenses The Act also provided for a 
to ad.VT.sft tJhfi Boaid of. txada w. Wa 

efficiency of the British dye-makmg industry 


Supra B. T J May 19iS, P M3 
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In August 1921, the Safeguarding of Industries Act was 
passed, consisting of two parts, the first part provided pro* 
tectxve duties to a number of key industries, and the second 
part empowered the Government to prevent dumpmg Ac- 
cording to the first part customs duty of one-third of the 
value was to be imposed on certain scheduled goods import- 
ed mto Great Britam Such duties however were not 
chargeable on goods consigned from and grown produced 
or manufactured m the British Empire Thus, once agam 
impensl preference became an important feature of the 
British commercial pobcy All these provisions were to 
remam m force for a period of five years so that at the 
end of that period the Government may be able to examme 
the situation The schedule included about 6 000 articles 
chargeable to duty The Board of Trade was empowered 
to issue lists from time to time definmg the articles which 
were to be taken as falling under any of the general des- 
cription m the schedule Addition to and exclusion from 
such a list depended upon the judgment of a referee, 
appointed by the Treasury, whose decision was final It 
is significant to note that at that time about one-third of 
the commodities included m the schedule were not produced 
m the U K which shows that the new legislation was 
directed not only to protect existmg industries, but also 
to encourage the establishment of new ones The chemical 
industry belonged to this category Before the war 
England depended upon Germany for the products of the 
chemical mdustry and as an object lesson she decided to 
develop a national chemical industry 

For the prevention of dumping elaborate provisions 
were made It was laid down that if on a complamt it 
appeared to the Board of Trade that imported manufactured 
goods, other than articles of food and drink, were being 
^old m the U K. at prices below the cost of production m 
the country of origin, or at prices which by reason of 
currency depreciation were below the pnces at which 
similar goods could be profitably manufactured in the 
U K , the Board might refer the matter for enquiry to a 
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Committee constituted for the purpose If the Committee 
recommended that the above conditions were fulfilled the 
Board might order that the goods be charged a customs 
dut> of one third of the value m addition to any other duty 
chargeable The Committee of Enquiry was to consist of 
three persons selected by the President of the Board of 
Trade from a permanent panel approved by him, consisting 
of persons of industrial and commercial experience ‘ Thus, 
the Act provided protection not only against mdustrial 
dumping but also against dumping resulting from currency 
depreciation The provisions for depreciated exchanges 
^\ere to remain in force for a period of three years, and 
to expire automatically at the end of that penod This was 
expected to protect the British industries against the post- 
war currency depreciation of the European countries 

Thus the Safeguarding of Industries Act introduced 
exce-ssive protection m England much above that recom- 
mended by the Balfour Committee According to that 
Committee a duty of 10 per cent upon certain commo- 
dities connected \^uh the essential industries was sufficient 
to meet the needs of the conditions created by the War 
E\en this duty would have created a sufficient stir in other 
countries and led them to strengthen their own tariff ualls 
But as it was, the Act of 1921 raised the level of maximum 
duties to the extraordinary level of 66-1/3 per cent or 33-1/3 
per cent in addition to any existing duties Similarly the 
anti-dumping measures were not justified by the prevailmg 
economic conditions After the heavy stram of the War 
no European nation could safely resort to mdustrial dum- 
ping on a large scale This was essentially a penod of 
rehabilitation and therefore the countries all over had to 
be very cautious m their commercial oolicy Therefore, 
it has been rightly remarked that England was fighting 
against an imaginary danger - The measures against cur- 
rency depreciation were equally harmful, though in this 
ca=e fears were not entirely unwarranted These measures 



EVOLUTION OF COMLIERCIAL POLICY 


V ere directed chiefly agamst Germany and created an 
anomalous situation. Germany v/as made to pay repara- 
tions which she could do only by exporting goods and 
services but these currency measures penalised German 
imports 

In the evolution of Bntish commercial policy I.Ir Chur- 
chills budget of 1925 plajs an important part He im- 
posed admittedly protecti\e duties on a number of articles 
S Ik was subjected to protective duties varying from Is 
Sd. to 7s 9d, per Ib , subject to a reduction of one-sirtb of 
the duties on imports from the Empire On artificial silk, 
duties vaned from Is to 6(L, subject to a preference of 
one-sixth on Empire produce Imported hops vere subject 
to a duty of £4 per cwt, with a preferential reduction of 
one-third on Empire hops Then foUowed 333 per c®nt 
ad valorem duties with a preference of one-third fo’’ 
Empire products, on the following articles clocks watches 
and component parts, motor cars and cycles, includmg 
accessories and component parts, and cinematograph films 
Finally came a group of safeguarding duties of 33.3 p®r 
cent on lace and embroidery, imposed for a period of five 
years ruth a oreference of one-lhird for Empire products 
Before the end of the jear, the protective duties of 33.3 
per cent ad valorem were imposed on cutlery, gloves and 
gas mantles vnth a preference of one-third for the good* 
of the Empire These measures earned the policy of pro- 
tection much further Besides the duties imposed under 
the first part of the Safeguarding of Industnes Act of 1921 
for a oenod of five years, erpiring on August 19, 1926 v’ere 
extended for a further penod of ten >ears ilr Churchill, 
as Chancellor of the Exchequer, declared that the indus- 
tries thus protected were essential factors m national 
defence 

In the meantime, the Bntish tariff policy recorded a slov/ 
but subtle change from safeguardmg to subsidies and 
boimties “The ongmal safeguardmg of mdustnes policv '• 
as pomted out by hlr Churchni m 1925, “proposes Ihp 
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safeguarding of industries by duties imposed from time to 
time agamst exceptional competition of particular coun- 
tries There has been a change m that respect, as was fully 
admitted to the House We, therefore, abandon that 
prmciple of safeguardmg against particular countries by 
discrimmating duties, although the anti-dumping provi- 
sions embodied m the Safeguarding of Industries Act still 
remained in full effect Instead we propose to give effect 
to the safe-guarding policy by duties of a general character 
— general duties The subsidy granted for a period of 
ten years on a dimmishing scale to sugar manufactured in 
England from home-grown beet, coupled with a minimum 
price to the growers m the initial stages, shows the change 
in the policy The effect of this subsidy was, as Mr Hurst 
rightly remarks, to induce farmers to grow at the public 
expense an unprofitable crop of beet sugar mstead of 
growing at their own expense a profitable crop of turnips ^ 
In view of this accepted policy, coal industry was also 
granted a subsidy in 1925, but it lapsed within a period of 
Time months 

In short, most of the mdustries thus protected seem to 
be relatively less important, for none of them can be re- 
garded as basic or ‘key’ industry Most of these protected 
industries were started during the war, but could not face 
competition after the declaration of peace and resumption 
of the normal commercial relations Therefore, the Gov- 
ernment extended protection to these industries lest they 
should be swept away by foreign competition But 
notwithstanding the substantial protection accorded to 
these mdustries, they have remained in a precarious con- 
dition, unable to face foreign competition This is not 
all Serious doubts are entertained whether they will 
be able to face an open competition in the near future 
If so, they will require a fairly protracted dose of protec- 
tion which has already proved very costly, apart from 
strengthenmg the tendency towards economic nationalism 
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Thus, before the inception of the depression British 
commercial policy had assumed the form of extreme pro- 
tectionism and the portents of its further extension in the 
same direction were sufficiently conspicuous This extreme 
attitude proved too costly, because other countries also 
adjusted their tariffs accordmgly It marks the dawn 
of autarky 

FRENCH COMMERCIAL POLICY 
We shall now briefly rei.iew the French commercial 
policy The modern commercial policy of France goes 
back to the Revolution of 1789, which enabled her to esta- 
blish a common and uniform tariff m place of the multiple 
provincial tariff systems The tariff thus established in 
1791 was fairly moderate But the war of 1792 cut short 
this liberal commercial policy and thereafter France re- 
sorted to restrictive measures The then existmg com- 
mercial treaties were annulled and concerted efforts were 
made to ehmuiate the influx of British goods The duties 
were raised substantially For instance, the duty on sugar 
which was a franc per lalgo rose to 4 francs per kilgo Yet 
the manufacturers were dissatisfied and clamoured for 
higher protection This over-dose of protection stimulated 
artificial industrial expansion and created vested interests, 
which subsequently obstructed the adoption of a liberal 
tariff policy 

The Restoration Monarchy in 1814 tried to revert to a 
more liberal commercial policy since with the restoration 
of neace the necessity for the war-time emergency mea- 
sures did not exist Prohibitions had to be given up and 
excessive tariff duties to be reduced to moderate dimen- 
sions But the vested mterests put in a very strong and 
concerted opposition to this change m policy and succeeded 
m gettmg an extension of the nrotective measures with 
slight changes The Act of 1816 therefore, did not make 
any important breaches m the protective tariff In fact, 
dunng the Restoration period, not only was the Napoleonic 
policy of protection continued, but it was further gener- 



16 


MODERN COMMERCIAL POLICY 


alised so as to include the agrarian interests The Tariff 
Act of 1826 completed the scheme of protection, so as to 
make France economically self-sufficient Thus, the com- 
mercial policy during the Restoration period was dictated 
by the private and sectional interests which the govern- 
ment could not resist 

During 1830-48, France, under the ne%v Monarchy set up 
by the Revolution of 1830, attempted to relax the rigidity 
of extreme protectionism, which had become almost a 
tradition But, since the mdustrial and commercial in- 
terests had a strong-hold in the legislature, no material 
changes could be effected m the tariff system For instance, 
the Government proposed that the absolute prohibition of 
import of gram should be abandoned, and be replaced 
by an extension of the sliding scale of duties, that the 
country should be divided into two great districts, instead 
of four zones, that the price of bread should be taken as 
an index instead of the price of com, and that m cases of 
scarcity the surtax on gram imoorted m foreign vessels 
should be suspended Due, however, to a strong opposition, 
first suggestion alone was adopted, and even that could 
not be enforced Some reductions m duties were made m 
1836 but they did not make any radical departure from 
the traditional protectionist policy 

Under Napoleon III, however, important breaches were 
made in the French protectionist policy Between 18)3 
and 1855, the rates on coal, pig-iron, steel, wool, cotton, 
cattle, meat, wines, etc , were reduced Thus, restrictions 
on both foodstuffs and raw materials were relaxed Ship- 
building materials were placed on the free list and the 
restrictions on foreign shipping were also reduced 
Above all, the most important measure taken m further- 
ance of a liberal commercial policy was the commercial 
treaty negotiated with Great Britain m 1860 

The Cobden Treatj, I860 — The Codben Treaty, which 
was expected to last for ten years, subject to one year’s 
notice on either side, outlines the principles of com- 
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mercial policy that had to be followed by the parties 
Each country guaranteed roost-favoured-nation treatment 
to the other, which could also be extended to third parties 
Bntain agreed to abolish certam duties and reduce others 
— a condition which was immediately fulfilled by Glad- 
stone m his budget of 1860 The French Government, in 
return, agreed to discontinue all prohibitions and to lew 
m their stead duties not exceeding 30 per cent ad valorem 
until 1864 and thereafter 24 per cent Durmg 1860-66 
France concluded Tn.f.Ti- treaties with Belgium, the Zoll- 
verein (Germany), Italy, Switaerland, Sv.eden, Norway, 
Holland, Spam, Austria, and Portugal All these countries 
agreed to make substantial reductions m duties on French 
products, and France, m turn, agreed to extend the Bntish- 
treaty-tanii on the goods imported from these countries 
This was followed by rapid expansion of the French com- 
merce and industries Imports rose from 2 442 million 
francs m 1861 to 2,867 million francs m 1869, and exports 
from 1,927 million to 2,822 milbon francs dunng the same 
penod. 

The phenomenal progress of the French commerce and 
mdustnes which followed the Cobden Treaty did not 
satisfy the critics of the new liberal commercial policy. 
By 1875 the movement for protectionist revival made a 
nation-wide appeal and hastened the end of free trade 
policy in France Further, the depression of 1875-80 
strengthened the hands of the protectionists As a result 
of all this an Act vras passed in 1881, which radically 
changed the commercial pobcy of France 

The Act of 1831 substituted speafic for ad valorem 
duties and raised the Jerel of duties on the imports of 
manufactured goods by an average of about 24 per cent, 
iv cndrr fJre ianS po-wer cl 

France in negotiating commercial treaties. On coffee, 
sugar, and cocoa, purely revenue duties were imposed. 
P,aw matenals and foodstuffs were free or subject to 
nominal duties Ad tclorcm duties were abolished and 
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the free list was added to Three principles were laid down 
for the guidance of those entrusted with the task of negotia- 
ting commercial treaties (1) the concessions to be made 
should not exceed as a whole 24% on the general tariff; 
(2) specific duties alone should be imposed, (3) cereals and 
cattle should not be included, so that the Government 
may have a free hand in cases of emergency The treaties 
negotiated in the past were either denounced or allowed 
to lapse, and fresh treaties were negotiated based on reci- 
procal concessions As a result of the treaties, the new 
conventional tariff mcluded about 1,200 articles on which 
the rates of duty were either reduced or conventionalised 
Thus, m practice, duties were substantially reduced on 
goods imported from the countries havmg reciprocity 
treaties 

It IS interesting to note that agriculture was left out 
entirely from the scheme of protection, although it held 
a very important place in the French economy Nearly 
one-half of the total population was dependent on agricul- 
ture, and the fall in agricultural prices had caused consi- 
derable hardship to the farmers Pests and diseases 
affecting certam crops had further added to their economic 
difficulties Therefore, the agricultural interests forgot 
their mutual differences and combined together in order 
to secure protection for agriculture The election of 1885 
settled the issue m favour of agricultural interests, 
and therefore, import duties were immediately raised on 
wheat, barley, oats, cattle, meats, and other agricultural 
products In 1885, the duty on wheat was raised from 60 
centimes per 100 kilo to 3 francs, and to 5 francs m 1887 
Similarly, the rates were further raised on other articles 
m 1887 The duty on alcohobc liquors was raised m 1887 
to 70 francs per hectrohtre of pure alcohol In 1890, ex- 
cise duty was levied on certain wines manufactured 
r£2sins to encourage the wme growers at home Thus, 
by 1890 French agriculture secured an all-round moderate 
protection 
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The Tariff Law of 1882 further strengthened the tarifi 
wall The new tariff incorporated the plan of “maximum” 
and “minimum” tariff, the former to be imposed on all 
countnes which would discmmnate m any way against 
French products and the latter to be used for negotiating 
co mm ercial treaties Under the new tariff fresh com- 
mercial treaties were conduded with most of the European 
countries To the treaty countnes France offered the 
ad\antage of her mmimuni rates and secured their lowest 
rates m retum. 

To start with it was asserted that the mtent of meludmg 
Tmnim uTn rates of duties m the tariff was not protection, 
but simply the placmg of French producers m a position 
to compete with the foreign producers on even terms In 
the course of the debates, however, the rates were pushed 
up and the minimum as well as maximum rates became 
distmctly protective It cannot be demed that the new 
Act raised the incidence of protection. The agricultural 
protection became more broad-based and complete 
Further, protection to manufactures was entirely re- 
novated and substantially raised. It has been nghtlj said 
that the new schedules were much more comprehensive 
and detailed than those of any other continental tanff of 
the time The protection they afforded was more adequate 
than any French mdustnes had hitherto got, and agricul- 
tural protection was much above that accorded m any 
European country then As a whole the tanff was one of 
the stiffest m the world. This tariff remamed m force 
unaltered for eighteen 5 ears 
Another Important feature of the commercial policy of 
this penod is the principle ol colonial preference Imports 
from the Empire were accorded substantially lower tanff, 
in some cases the products were admitted free, while m 
others they were given the benefit of minimum tanff or 
still lower rates. Similarly, French goods were admitted 
free mto the Empire countnes. 
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Due to rapid industrialisation of the country, the tariff 
system established m 1892 soon proved inadequate The 
Act had secured to the agricultural interests all that they 
wanted, but the manufacturers were dissatisfied with the 
existing system Moreover, the changes introduced in 
the tariffs of the European countries in 1903 and the years 
that followed affected materially the French commercial 
relations These countries had introduced a greater speci- 
alisation in their tariffs Further, the framers of the Act 
of 1892 had assumed that the “maximum" tariff would be 
the rule and the “minimum” tariff would be the exception 
In practice, however, the situation worked out to be just 
the contrary, the minimum rates had been extended to all 
the European countries except Portugal, and to numerous 
non-European countries as well Hence m practice the 
protection extended to the French industries was much 
less than anticipated by the framers of the Act Again, 
the difference between the “maximum” and “minimum” 
tariffs was on an average only 15 per cent , and as such 
was ineffective as a weapon in tariff bargaining It was, 
therefore, felt that duties in the minimum tariff should be 
raised to give a more adequate protection to the French 
industry, and the difference between the maximum and 
minimum rates be increased so as to strengthen the bar- 
gaining power of the negotiators of French commercial 
treaties In view of the aforesaid circumstances the need 
for tariff revision was pressed by commercial bodies and 
received full support of public opinion 

It should, however, be remembered that m the foregoing 
demand for a tanff-revision there was no suggestion of 
any change in the principles guiding the commercial policy 
of France These principles may be briefly noted First, 
France preferred the system of “maximum and minimum” 
tariffs, which permitted her tariff autonomy, so that she 
could raise her tariffs whenever necessary The same 
^rar.tone was followed by America Germany., an caw- 
trary, adopted a “general” and “conventional” tariff under 
which she was bound by the terms of the commercial trea- 
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ties not lo alter the conventional tariH dunng the period 
specified therein Similarly, no change v/as desired in th' 
policy ol colonial prclercnce The revision, therefore, vias 
purely in respect of rates of duties 

The TarifT Act of 1310,— The nev/ Act incrfas^^d both Ih'^ 
maximum and minimum rales of duly affecting about COO 
out of C54 tariff numbers, and v/idcncd the differtncc 
betv ten the iv/y schedules of duties In fact, the difftrcncr* 
between Ihf* maximum and minimum rates of duties v/as 
raised above 50 per cent in all cas^s tovered by the re- 
vision Agncultural products v/tre left untouched and 
free admission of rav materials v/as continued Further, 
the revision incorporated nev/ headings and a higlily devc- 
loped specialisation This hov/ovtr, did not affect the 
commercial relations of France v/jlh foreign countnfs, 
\h' new law simply substituted a nev/ sft of dulie-s for the 
old one Thus in 1914, when the V/ar broVe out, all coun- 
tries trading v/iih France, crcepl Portugal, v/erc enjoying 
minimum rates of the French tariff, mayimum rates 
being practically inop<*rati\e In short, the nev/ Act In- 
troduced only partial changes m the tariff rates laid dovm 
by the Act of ]?‘92, its character and essential features 
remained intact 
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etc,, by proTiibiting the importation of less important 
goods Another important reason advanced for maintam- 
mg the policy of prohibition was the necessity of giving 
more vigorous protection to the domestic mdustry dunng 
the period of economic reconstruction It was felt that 
prohibition would accomplish this purpose better than 
an mcrease of customs duties Besides, prohibition would 
prevent mcrease in the national debt and exchange 
depreciation 

But, the policy of prohibition was vigorously opposed 
on the ground that it raised the cost of living Therefore, 
the Government abolished prohibition on a large number 
of commodities and imposed ad valorem surtaxes m addi- 
tion to the duties in force The rates of surtaxes varied 
from 10 to 40 per cent for the “maximum’ tariff, and 5 
to 20 per cent for the “minimum” tariff They were in- 
tended to make good the deficiency m the protective effect 
of the tariff resulting from general rise m prices The 
surtaxes were imposed on the goods contained in all tariff 
items, including practically all the manuactured goods 

It has already been pointed out that the French tariff 
of 1892 as an instrument of bargaining, was rather rigid 
and did not allow the Government to vary its concessions 
so as to make them equivalent to the advantages obtained 
from the foreign country, in negotiating a commercial treaty 
Even the Tariff Act of 1910 did not make any radical 
changes in the system except some variation in the rates 
Therefore it was felt that the bargaining power of the 
Government m negotiating commercial treaties should 
be mcreased Accordingly an Act was passed m July 1919, 
empowering the French Government to negotiate within 
the limits of the rates of duties contained in the “maxi- 
mum ” and “ minimum ” schedules an intermediate rate 
in return for definite concessions granted by the other 
party to the agreement In case of an article subject to a 
duty of 100 francs m the “maximum’ tariff and of 50 
francs m the “minimum” tariff, and in respect of which 
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the Government under the present law conceded, in a 
commercial agreement, a reduction of, say, 50 per cent, 
of the difference between the two tariffs, the rate of duty 
applicable would be 75 francs* Thus, the new system 
enabled the French Government to negotiate commercial 
treaties on a basis of strict reciprocity But the greatest 
defect of the new system was the exclusion of the Most- 
Favoured-Nation-Clause from the commercial treaties, 
which added to the diHiculties of the French Government 
m negotiating the same 

The Act of 1920 abolished the system of surtaxes and 
substituted instead the system of “ co-efficient of mcrease,” 
which intended to secure for the French mdustry and 
commerce same degree of tariff protection which operated 
at the outbreak of the War This new system con- 
sisted m multiplymg the specific rates contained in 
the pre-war tariff by a co-efficient or multiplier, varying 
from 1 1 to 3, which was calculated m each case to repre- 
sent the relation between the official valuation of goods 
m 1918 and the corresponding value of 1913 The co- 
efficient 3, which was the maximum fixed, represented an 
increase of 200 per cent of the pre-war duties This 
measure was defended on the ground that specific 
duties imposed by the Act of 1910 could not offer an 
adequate protection m a period of rising prices This was 
so, because the effect of specific protective duties vanes 
inversely with the rise m prices, whereas the degree of 
protection afforded by ad lalorem duties remains undisturb- 
ed under such circumstances 

As the French tariff did not prove effective m protecting 
the French mdustry and commerce, a Presidential 
Decree was issued m 1921, providing for an increase of 
maximum rates of import duty under most of the tanff 
headings, varying from about 50 per cent to 200 per cent. 
As a result of this mcrease, the difference between 
the rates of duty applicable under the “maximum” and 

1 ndf, B T p 20* 
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“minimum” tariff increased from 100 per cent to about 
300 per cent in varying proportions This measure ex- 
tended a more adequate protection to the French industries 
against the competition of foreign countries with depre- 
ciated currencies 

All the maesures discussed above were taken under the 
Law of May, 1916, which empowered the Government to 
modify customs duties by administrative action This 
law, however, not being further extended, expired in 
December 1922 Henceforth customs duties could be 
modified only by a special legislation The Government 
tried several times to re-acquire the power to modify 
customs duties by decrees, on the ground that m view of 
the depreciation of currency prompt modifications m duties 
were desirable But the Parliament always xefused to 
grant such powers The result was that the French 
customs tariff, as it stood at the end of 1922, became 
relatively stabilised 

In 1926, however an extremely difficult position of 
national finances necessitated a revival of tari^ legis- 
lation An Act was passed m April 1926, providing 
for an increase of SO per cent in the specific duties appli- 
cable to all the dutiable articles except paper and paper- 
pulp In May of the same year an expert committee was 
appointed to inquire mto and report upon the country’s 
financial situation which was growing worse The 
Committee held that “ the French, customs duties represent 
at present less than half in amount those existing m 1913, 
if account be taken of the nse m prices and the depre- 
ciation in franc A radical tariff revision was therefore, 
necessary to secure an adequate protection to industry and 
a steady yield of revenue For this purpose a new tariff 
should be adopted without delay, capable of an automatic 
modification m keeping with the general index number of 
internal prices 

The Act of August 1926 conferred upon the Government 
the power to adjust by decrees specific duties, taxes, and 
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imposts to the value of the currency, provided the rates 
were not increased more than six times those m force in 
July 1914, or, in the case of duties created after that date, 
to more than six times the original rates The decrees 
under this Act had to be submitted to the legislature for 
ratification Under this authority, a decree was issued m 
August providing for a further increase of 30 per cent 
in specific duties 

The foregomg study brings to relief the inelasticity of 
the French customs tariff durmg the post-war period, and 
its extremely complicated structure resulting from 
frequent changes m the co efficient and general rates of 
duties Ever since the introduction of co-efficients of 
increase m 1919, the customs duties have been constantly 
changmg irv an attempt to adjust the tariff schedules to 
the ever-changing leiel of prices Still, protection 
afforded by these measures did not meet the requirement** 
of the French industries The reconstruction of in- 
dustries in the devastated regions and restoration of 
Alsace-Lorraine to France, together with the newly 
created or recently developed industnes, created an 
entirely new situation, with the result that the exist- 
ing custom legislation proved entirely inadequate These 
nev/ industnes mcluded the chemical and metallur- 
gical the mechanical trades in general, and the 
automobile factones m particular Another important 
reason for an early revision of the existing tanff was the 
necessity of a more stable tanff with which to enter mto 
commercial treaties with foreign countries and provide 
thereby a more stable basis for mtemational trade 
In short, the French customs tanff needed greater stability 
than it had been able to achieve since the close of the war. 

In March 1927, a Bill was mtroduced for the revision of 
the French customs tariff The new measure retains the 
classical form of the two schedules, the “ maximum ” and 
the “ minimum,” with the possibility of reducing the rates 
of duty below the mmimum tanff m the negotiation of 
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commercial agreements with foreign countries The 
Bill outlines only the minimum rates of duty, and the 
maximum tariK will be in almost all cases three tunes as 
high as the mmimum The system of specific duties, 
which was abandoned in 1919, has been remtroduced In 
support of the new system it was said that the application 
of ad valorem duties m France is very difficult and com- 
plicated owing to the organisation of the country’s customs 
adrmnistration, and that such duties substantially mcrease 
the cost of living in times when prices show a general 
upward trend Hence, the number of ad valorem duties 
was reduced to an indispensable minimum 

The system of co-efRcienls of increase, characteristic 
feature of the post war tariff policy of France, has been 
replaced by a new element of variability for adiusting the 
duties with changes m prices The Government is 
authorised to revise the tariff every three months, when- 
ever \ariation in the general index of wholesale prices 
IS 20 per cent or more 

The Bill also effected a general increase in the rates of 
duties The manufactured products, mcludmg luxury 
food'Stuffs, were taxed most heavily Raw materials were 
either exempted from duties entirely or charged low rates 
But a number of maximum rates applicable on certain raw 
materials ha\e been introduced as retaliatory measures to 
secure equitable treatment from countries enforcing 
unduly high tariffs on the French goods The duties on 
agricultural products were also increased m order to 
achieve self-sufficiency In short the new French customs 
tariff secured greater protection to both Manufacturing 
industries and agriculture This policy adopted to reserve 
the domestic market for the French industries was conti- 
nued till the inception of the depression 

Before we close our review of the pre-depression French 
commercial policy it is essentia] to note the commercial 
treaties negotiated by France during the post-war period 
In November 1920, an accord was negotiated with Czecho- 



28 MODERN COMMERCIAL POLICY 

With Canada an agreement was entered into in December 
1922, under which, m exchange for mfn treatment 
accorded by Canada to the French goods, France granted 
the benefit of the “ mmimum ” tariff on 125 Canadian goods 
and accorded reductions varying from 15 to 85 per cent, of 
the difference between the “mmimum” and “maximum” 
tanffs on about 4t)t) articles' 

A commercial treaty was concluded with Austria in July 
1923 France gave the benefit of her “ minimum ” tariff 
on a number of Austrian goods, but in some of these cases 
the benefit was limited to a fixed annual amount On 
some of the other articles, France granted reductions 
varying from 80 to 80 per cent of the difference between 
the "maximum” and “minimum” tariffs 

France negotiated an important commercial treaty with 
Germany, in August 1927 Under the treaty, France, m 
return for valuable concessions on the French goods 
imported into Germany, granted the benefit of minimum 
rates on a large num^r of German products Besides, 
reductions averaging 50 per cent of the difference between 
the “ maximum ” and “ minimum ” tariff were granted on 
various other German products 

Thus, as a result of the post-war commercial treaties 
negotiated by France, the customs barriers were substan- 
tially reduced The reductions averaging 40 per cent of 
the difference between the “ maximum ” and “ minimum ” 
rates, and the granting of the benefit of the “ minimum ” 
rates conceded through these treaties, affected more than 
one-third of the total foreign trade of France, with the result 
that the protective character of the high duties of the 
general tariff was considerably reduced * Further, the 
principle of “ intermediate ” tariff was incorporated m the 
post-war French tariff structure Thirdly, the MFN 
Clause was made applicable only to the “ intermediate ” 
rates 

1 Vidf B T J S5-3-1623 F 38* 
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GERMAN COMMERCIAL POLICY 

The industrial system of modem Germany is a marvel 
of human genius Its evolution should, therefore, be 
carefully studied Protection is a tradition with the 
Germans, and free trade an infraction of that tradition 
The evolution of German commercial policy amply supports 
this statement In the beginning of the nineteenth century, 
German States extended tariff protection both to agricul- 
ture and industries Besides Germany was split up mto 
a number of independent Stales with their own individual 
customs areas and tariff walls There were m operation 
m Prussia m 1800 more than sixty different tariffs covering 
about two thousand eight hundred classes of goods, and 
ranging all the way from extreme protectiomsm m the 
form of complete prohibition of the import for foreign 
manufactures m some provmces to the free importation 
or moderate tariffs m others * No wonder, therefore, that 
as a result of this multiplicity of restnctions German trade 
and mdustnes suffered 

The reforms of 1818 improved considerably the chaotic 
conditions in the German tanff system All internal 
customs bamers were abobshed and the country was 
fortunately for the first time united into a compact customs 
union Raw materials were freed from import duties and 
other restrictions in order to enable the rising German 
industries to reduce their cost of production Imports of 
manufactures were, however, subject to an average duty 
of 10 per cent the rates being lower m the western pro- 
vinces as compared with those m the east The import 
prohibitions were entirely abolished, with the sole excep- 
tion of the Government monopobes Thus, on the whole, 
Prussia had a more liberal commercial policy than that 
of any other continental country * 

Further, Prussia realised that for a well-ordered deve- 
lopment of the German industries and commerce it was 
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essential that the mutual jealousies between the different 
States and duchies should be checked and a common 
understanding be arrived at m the interests of the country 
as a whole Therefore, nght from 1818 Prussia pursued 
a policy of enforced commercial assimilation and compelled 
the smaller States to accept common tariff arrangements, 
under which trade between the States was to be free 
from restrictions But the policy of enforced absorption 
aroused apprehensions m some of the States about the 
intention of Prussia and led to the foundations of a separate 
union This was an object lesson to Prussia to reconsider 
her attitude of compulsion towards the other States 
Under the circumstances, the right attitude for Prussia to 
adopt was that of voluntary co-operation, and that she 
fortunately did The result of this conciliatory attitude 
was that a number of States joined the Prussian union and 
the other competing union soon disappeared Under the 
new arrangement, the tariff policy was to be determined 
by a conference of delegates of the affiliated States, giving 
thereby a hand to all the member-States in moulding the 
form of commercial policy The changes to be mtroduced 
must have a unanunous appproval of the members 
Further, a common tariff was to be enforced against all 
the States outside the umon, but each State was permitted 
to retain its individual commercial code and monopolies 
Trade within the union was to be free from tariff restric- 
tions The customs receipts were to be divided among the 
member States m proportion to their population Raw 
materials were placed on the free list, and moderate 
duties were levied on imports of manufactures Duties 
for revenue purposes were levied on the colonial 
produce The terms of the agreement, upon which the 
union rested, were formally renewed at the mtervals of 
twelve years, in 1841, 1853 and 1865 

It IS mterestmg to note that during this interval the 
“ot Ytedrinbi Uxsfc bad t w.asVA-i w. t-Vjft 

protectionist revival m Germany and elsewhere He 
rightly argued that the economic laws are relative to the 
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stage of economic development that a country has attained, 
and hence the commercial policy which a country adopts 
must suit its economic requirements England, with the 
aid of protective tariff, had attamed a stage of industrial 
development when the contmuance of protectionist policj 
became needless and wasteful for her In Germanj , 
however, the economic conditions were materially different, 
the transition had yet to be effected, and till then protec- 
tion for the German industries was mdispensable He 
pleaded for a reasoned pohcy of protection for Germany 
This argument had a wide apppeal and strengthened the 
hands of the protectionist element m the country There- 
fore, we find a steady mcrease m duties dunng 1843, 1844 
and 1846 

But the protectionist movement soon received a setback 
and could not be revived for a long penod. For about a 
quarter of a century we had an era of relatively low tariffs 
m Germany due, mter aha, to the growing ascendancy of 
Prussia m the German pobtics Prussia’s commercial 
pohcy was dictated by the agricultural and commercial 
interests, she exported large quantities of agricultural 
produce and imported agncuJtural machinery Further, 
the German Economic Congress, established m 18o8, 
moulded the public opmion in faTOur of free trade In 
1862 Prussia negotiated a commercial treaty wuth France 
on the Imes of the Cobden Treaty, which helped to further 
the cause of free trade The defeat of Austria by Prussia 
m 1866, and the establishment of the North German 
Confederation thereafter, enabled the latter to reduce 
tariffs In place of the old customs union was erected a 
new customs union m 1867, and it was agreed that the 
changes m the customs tariff nay be made by a ^ote of 
the majority instead of the assent of every member-State 
This enabled Prussia to carry through the policy of free 
trade with sufficient force In 1868 and 1870 the tariff 
was simplified and duties lowered. Thus, before the 
establishment of the Empire, tariffs were fairly low 
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According to the Imperial constitution, Germany formed 
one customs and commercial territory with a common 
frontier for collection of duties Further, the Empire 
had exclusive power to legislate on customs matters 
The collection of both customs duties and excise was left 
to the States, subject to the supervision of the Imperial 
officers After deducting the cost of collection and pro- 
tection of the frontier, the receipts belonged to the Imperial 
treasury and had to be returned forthwith After 1879, 
however, the States were permitted to share the proceeds 
During this period, the policy of free trade was rapidly 
pushed through In 1873 the import duties on agricultural 
machinery were lowered By 1875 the Imperial tariff had 
been shorn of its protectionist features, so that what 
remained was a purely revenue tariff, about 95 per cent 
of the imports were duty-free Thus the German Empire 
became very nearly a free-trading State 
All these measures were carried through in the teeth of 
strong opposition, particularly of the industrialists This 
free trade policy however, did not last long The protec- 
tionist proclivities of the German people were gradually 
strengthened and a new orientation given to the German 
protective tanff The German agriculturists who had 
hitherto supported the case for free trade m order to find 
an open world market for their produce found that their 
own market was flooded with cheap American and 
Russian imports No wonder therefore that the German 
agriculturists gave up their grandiose hopes of capturing 
world markets under free trade, and thought it 
expedient to take prompt measures for protecting their 
own home-market by protective tariffs German indus- 
tries also suffered severely durmg this period from the 
competition of well-established British industries and 
therefore joined the agricultural interests m their claim for 
tariff protection This protectiomst revival received full 
support from the State W 2 th Bi^narck at !ts head A neiv 
tariff Act was passed in 1879 which marked the advent 
of a new protectionist era for Germany, which continued 
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unmtomipted up to 1914 The Act was, however, fairly 
moderate and introduced a purely revenue tariff Some 
of the important raw materials were on the free list But 
the tariff system was inelastic, and unscientific, m particu- 
lar it did not take sufficient account of the complications 
of the structure of industry, and lacked adaptability * To 
this must be added the additional agricultural protection 
extended in 1881, 1833 and 1887 

The neighbouring coimtnes did not approve of Bis- 
marckian policy, which had been in force for about a 
decade, and proposed to terminate the reciprocal mfn 
agreements Besides, Bismarck himself lost his political 
prestige and power and was succeeded by Capnvi, who 
adopted a more concibatory commercial policy He 
abandoned the principle of tariff autonomy and entered 
into a series of trade-agreements based upon the prmciple 
of reciprocal reduction of duties Between 1891 and 1894, 
trade agreements were negotiated with Austria-Hungary, 
Italy, Belgium, Switaerland, Rumania, Serbia, and Russia 
All these commercial treaties provided for the mfn 
treatment and mutual reductions and remissions of duties 
The agreements were to continue until the end of 1903, 
and hereafter indefinitely until terminated by either 
party by giving notice of one >ear This new attitude was 
in accordance with economic conditions of the country, 
\%hich had m the meantune changed considerably 
German industries, under the influence of protectiomst 
policy, had reached such a stage of development and 
progress that the home-market was no longer sufficient to 
absorb the constantly increasing production, and new 
outlets abroad were badly needed This purpose could be 
conveniently achieved by commercial treaties* 

Thus, Germany once again adopted the system of 
autonomous and conventional tariffs, the former to be 
applied to those countries which did not enter into a trade- 
agreement providing for reciprocal trade concessions, and 
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the latter contained reduced rates, applicable on goods 
imported from countries having commercial treaties with 
Germany The German tariiF system, however, was 
radically different from that adopted by France, because 
whereas in the case of France both the maximum and 
minimum duties could be raised at any time, the German 
Government bound itself under the treaties not to increase 
the rates for a term of years 

The agrarian interests, however, continued their agita- 
tion against the new policy and soon acquired considerable 
influence in German politics In 1901 they succeeded 
in getting a pledge from the then Chancellor for a 
substantial increase of duties on gram, hve-stock and all 
other agricultural products Accordingly, the Tariff Act 
of 1902 was passed The striking features of the new 
measure were as follows (i) The new Act was much more 
detailed in character as it contained 946 articles, while the 
Tariff Act of 1879 contained only 394 articles, of these 200 
were to be free of duty, («) the duties on most raw 
materials were reduced, (in) the duties on gram, live- 
stock, and meats were greatly increased, while the taxes 
on various articles oE use to the agriculturists were 
abolished, (iv) with respect to wheat, rye, oats, barley, 
etc , minimum duties were specified below which reduc- 
tions by trade-agreements could not be made, and, (v) the 
duties on manufactured goods were increased 

The tariff thus enacted %vas the general tariff to be 
applied to the countries which did not enter into commer- 
cial treaties with Germany providmg for reciprocal 
reductions of duties and those which did not enjoy the 
mfn treatment The conventional tariff was to be built 
up as a result of a senes of trade agreements to be 
negotiated with different countries Pendmg the negotia- 
tion of commercial treaties, the general tariff was held m 
suspense This specialised hi^er general tanff represented 
a powerful weapon in the hands of Germany in tariff 
bargaming The new tanfl aroused suspicion in the 
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neighbouring countries, with the result that Sivitzerland, 
Austria-Hungary, Russia and Rumania immediately raised 
their tarifis on manufactures, particularly those commg 
from Germany, m order to strengthen their bargaining 
power This increased the difficulties of German negotia- 
tors Between 1904 and 1905, the new senes of commercial 
treaties were concluded which were to remam m force 
till the end of 1917, and thereafter mdefimtely, subject to 
one year’s notice These treaties effected substantial 
reductions m the general tariS and guaranteed m f n 
treatment But, Germany was compelled to accept sub- 
stantial increases of duties on some articles of importance 
to her export trade ^ From those countries which did not 
enter into special commercial agreements, Germany tried 
to secure the m f n treatment To this category belonged 
Great Britain, France, Spam, Holland, etc The United 
States was also accorded the beneiit of the German 
minimum tariff Thus, the general tanff of 1902 seems to 
have been used primarily as an instrument of tariff bar- 
gaining The convention^ tariff, based on the new treaties, 
was most effective in practice, and a better part of German 
trade was carried under the lower rates But the rates 
m the conventional tanff were highly protective, parti- 
cularly those on the agricultural produce and half firushed 
goods In certain cases, however, rates were “ conventiona- 
lised ” 

The commercial expansion of Germany from 1870 till 
the outbreak of the World War remams one of the most 
mterestmg lessons of modem economic history No one 
could have foreseen m 1870 that the poor Germany of that 
time would become one of the leadmg economic powers 
of the world m about fifty years The mdustrialisation of 
the country, started with considerable rapidity m the 
seventies, was definitely accomplished by the end of the 
nmeteenth century Havmg acquired complete control 
over the home market, German industrialists started 
capturing foreign markets The German penetration into 
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markets hitherto completely and securely controlled by 
Great Bntam represents a masterpiece of ability and 
pertinacity No wonder, therefore, that Germany became 
the leader of Continental European trade before the World 
War, her trade was second only to that of England 
Exports consisted chiefly of manufactures, and imports 
mostly of raw materials and food stuffs, affording the best 
index of advanced industrialisation of the country 
The splendid organisation of the German foreign trade 
and adaptability of German exports to meet the needs and 
the tastes of the consumers in all markets were the 
principal factors ir stimulating this phenomenal expansion 
of German trade The German manufacturers and 
merchants took considerable care m ascertaining the 
kinds of goods desired by their customers and adjusted 
the quality, price and terms of payment to suit them 
The German banks played an important part m the 
promotion of foreign trade To a large extent the 
superiority of German commerce depended upon cheap 
and adequate credit facilities provided by the German 
banks To this was added a very efficient information- 
service, which provided detailed and most reliable informa- 
tion to the German merchants about foreign markets 
Further, the diplomatic and consular bodies also rendered 
valuable assistance m developing German trade A well- 
co-ordmated transport system proved invaluable in pene- 
trating foreign markets The customs tariff strengthened 
Germany’s bargammg power in negotiating commercial 
treaties and extracting valuable concessions for her 
industry and commerce Again, the vast and economic- 
ally developed Colonial Empire m itself provided a fairly 
wide market for the German goods 
Post-War Tariff Policy— The provisions of the Treaty 
of Versailles deprived Germany of her tariff autonomy 
nf the Treaty provided t.h5t fsv ihe farst six' 
months from the coming into force of the Treaty, the 
duties imposed by Germany on imports from all the Allied 
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and Associated States were not to be higher than the most 
favourable duties which were apphed to imports mto 
Germany m July 1914 During a further period of thirty 
months this provision was to be apphed exclusively to the 
products which before the War enjoyed rates convention- 
aUsed through treaties with the Allied and Associated 
States But, whereas Germany was obhged to accord to 
the Allies her lowest tariffs, they reserved for themselves 
the right to apply to the German imports their most 
discrimmatory tariffs, which they frequently used Thus, 
Germany was completely depnved of freedom of action 
m shaping her tariff policy This state of affairs lasted 
till 1925 

Once the restrictions on Germany m moulding her 
commercial policy were withdrawn, the German Govern- 
ment passed the Tariff Act of 1925 which effected a partial 
revision of the general customs tariff The revision which 
affected 400, of the 946, headings of the tariff, not only 
increased the duties on< various classes of manufactured 
goods, but also levied new or substantially higher duties 
on agricultural products Thereafter, Germany started 
negotiatmg commercial treaties based on the reciprocal 
guarantees of m.fji treatment and secured substantial 
concessions 

A commercial treaty was entered mto with Italy m 
October 1925, under which, besides reciprocal guarantees 
of trtf n treatment, Germany granted reductions on 
Ee\ eral articles averaging 40 per cent * In July 1926, a 
commercial agreement was entered into with Switzerland 
It was based on reciprocal guarantees of m In treatment, 
and m addition Germany reduced her duties on an average 
of 20 per cent on several articles * A similar agreement 
was concluded with Sweden m the same year ® 

In August 1926, a provisional agreement was reached 
between France and Germany whereby, m return for 
considerable reductions of French duties on imported 
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German goods Germany accorded reductions averaging 
45 per cent on various articles^ This provisional accord 
was replaced by a commercial treaty concluded m August 
1927 In return for substantial concessions on German 
goods imported into France Germany accorded the benefit 
of her conventional tariff In addition she granted 
reductions averaging 40 per cent on a long list of French 
products 2 

Thus before the depression set m Germany having 
regamed her tariff autonomy had reorganised her tariff 
system and negotiated a number of commercial treaties 
on the basis of reciprocity so as to facilitate the growth 
of German industries and commerce 

AMERICAN TARIFF POLICY 

Modern American tariff policy dates from 1782 when 
attempts were made to resist the aggressive commercial 
policy of Great Britain and the European powers Here 
it IS interesting to trace definite protectionist elements in 
the tariff policy It would therefore be no exaggeration 
to say that m the evolution of American industries and 
commerce protection has played an important part 

The Tariff Act of 1789 imposed specific as well as ad 
\alorem duties which were to remain in force for seven 
years Specific duties were imposed on thirty six articles 
of which the more important ones were tea sugar salt 
molasses spirits steel nails and cardage An ad valorem 
duty of 5 per cent was imposed on all imports except 
seventeen raw materials like wool cotton hides d>e 
stuffs etc which were placed on the free list Carnages 
were taxed at 15 per cent ad valorem and on several other 
articles duties at 10 per cent ad valorem were levied 
Paper gloves leather buttons clothing etc were charged 
7J per cent These moderate duties were imposed to meet 
the growmg financial requirements of the Union As they 
did not suffice to meet the requirements these duties were 
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raised m the very next year. It would, however, be idle 
to deny that these duties afforded adequate protection to 
American industries This is not alL The Congress itself 
was imbued with the idea of rapid mdustnahsation of the 
country so as to make her independent of other cotmtnes 
for essential suppbes The protectionist features of the 
first modem tariff Act, therefore, do not come to us as a 
surprise 

Between 1792 and 1816, the tariff legislation was very 
brisk, due to financial difficulties The protectionist forces, 
although gathering their strength outside the Congress, 
could not influence the course of tariff legislation There- 
fore, during this period Amenca had an essentially revenue 
tariff, vwth very few exceptions But the Anglo-French 
wars afforded invaluable protection to Ainencan indus- 
tries It v/as during these years that the factory system 
began to replace the domestic process of production in the 
United States 

The Treaty of Peace and the commercial agreement of 
1815 were followed by a ranid influx of British goods in 
the American market, which threatened the % ery existence 
of the infan t mdustnes m Amenca, that had grown up 
under the protection provided by long wars ITie tariff 
was, therefore, revised m 1816 Cotton mariufactures were 
taxed at 25 per cent ad valorem for three years and 20 
per cent thereafter A duty of 45 cent% per cwt was 
imposed on iron bars But, the contention that this Act 
V as dictated chiefly by a financial stringency, and that the 
framers had no protectionist bias, is not sufficiently 
convuncmg 

In 1824 the President mvited the attention of the new 
Congress to the American tariff for the purpose of afford- 
ing such additional protection to those articles which the 
United States was prepared to manufacture, or which 
were essential for the defence and independence of the 
country The result was the Tariff Act of 1824, which 
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raised the duties on cotton and woollen goods from 25 to 
33 1/3 per cent The duties on iron, wool, hemp, etc, 
were also increased 

The principle of protection was further extended by the 
Tariff Act of 1828, by which substantial increases were 
made m the customs duties The duty on hemp was 
raised from 35 dollars to 45 dollars a ton, on molasses from 
5 to cents a gallon, on pig iron from 56 to 62y2 cents per 
cwt , on rolled bar-iron from 30 dollars to 37 dollars a ton, 
and on hammered bar-iron from 90 to 112 cents per cwt 
Rates on woollen manulactures were also raised Thus, 
the most striking feature of the Act was an attempt 
to protect the existing American industnes and aid the 
growth of new ones under the tariff wall 

The height of the protective tariff spurred the free traders 
to close their ranks and make concerted efforts to secure 
prompt modifications in the rates In 1830, therefore, the 
duty on tea was reduced by 50 per cent The duty on 
molasses was reduced to the old level and the system of 
drawbacks permitted 

Further tanff modifications were made by the Act of 
1832 The cheaper varieties of wool were admitted free, 
and on others duties were substantially reduced On cheap 
woollen goods the duty was reduced to 5 per cent ad 
valorem, and on worsted goods from 25 per cent to 10 
per cent The duty on raw flax was abolished and on 
manufactured hemp reduced by one-third The rates of 
duty on silk, pig iron, bar iron, etc, were also reduced 
The number of free articles was increased from 49 to 189 
In short, the protective system was moulded so as to suit 
better the needs of the people 

The Act of 1833 recorded further reductions in the 
protective duties Accordmg to this Act all duties m 
excess tA Ti t'erfi "ai '«i\cn«iti -wete be reduced by 
one-tenth of the excess m each alternate year up to 1839, 
and after that by a greater amount, so that the whole 
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excess may be abolished by 1841 Some duties v ere 
immediately abolished. Thus, by 1842 duties were 
expected to be brought down to uniform level of 20 
per cent , and the free list considerably increased 

The Tariff Act of 1842 marks a distmct return to pro- 
tectionism. The average level of duties v/as raised to 30 
per cent and those on the manufactures stiff higher The 
mcreased protection thus afforded by the ncv/ tariff stimu- 
lated the growth of Amencan mdustnes and commerce 

The triumph of democrats, v/ho were opposed to 
protectionist pohcy, m the Presidential election of 1844, 
resulted m the Tariff Act of 1846 which brought down the 
general level of duties The duties ranged from 5 per 
cent to 40 per cent On certam manufactures bkp» iron, 
woollezis, glass, leather, etc., 20 per cent duty was levied. 
Cotton goods paid 2o per cent The specific duties v;e»e 
abolished, and the free list increased. This tariff remamed 
m force for eleven years without any alteration. 

In 1857 the tariff v/as revised and duties lov ered. There 
was an all round reduction of 20 to 25 per cent , with the 
result that the highest protective duty imder the new 
sjstem was about 24 per cent ad valorem. The free list 
vas enlarged, so as to mclude a larger number of raw 
materials in it 

The financial difficulties of the Union and the ascendency 
of the Republicans to power brought a marked change 
in the fiscal policy The new Act of 1861 imposed speafic 
duties on iron and steel goods varying from 6 dollars 
m the case of pig-iron, to about 15 to 20 dollars a ton on 
iron rails On steel a fairly high combmed specific and 
ad valorem duty was levied. The general effect of the 
new legislation v/as to raise the rates above the lev'el of 
1846 Thus, the work of the democrats vfas completely 
undone 

The Civil War which soon followed called for an 
extensive revision of the tariffs m order to overcome the 
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financial difficulties of the Union In 1861 duties were 
imposed on several articles, like tea, coflee, sugar, hemp, 
hides, rubber, silk, spices, etc , and on other articles duties 
were substantially increased This was not all The 
Customs Act of 1864 raised the average level of duties to 
47 per cent. This emergency tariff contmued even after 
the close of the war 

It was in 1870 that an attempt was made to reduce 
revenue duties Accordingly duties on tea, coffee, sugar, 
cocoa, spices, etc , were lowered, and a number of raw 
materials and foodstuffs were placed on the free list Thus, 
the tariff, as a whole, was lowered, but the protective duties 
were an important source of revenue for the Federal 
Government 

The duties were further lowered in 1872 The duties on 
cotton, wool, woollens, metals, paper, glass, and leather 
manufactures were reduced by 10 per cent On tobacco 
and whisky both customs and excise duties were lowered, 
and duties on tea and coffee were abolished Reductions 
were also made m duties on coal and steel These tariff 
changes, made as a concession to the free trade sentiment, 
m effect increased the dependence of the Federal 
revenue on purely protective tariff 

The Act of 1875 repealed the horizontal reductions made 
in 1872 and raised the duties on sugar, molasses, tobacco, 
and spirits The general level of the tariffs was raised 
to the pitch prevailing during the Civil War 

The next revision of the tariff came in 1883 Under the 
new Act duties on raw wool and woollen goods we^e 
reduced On silks the duty was lowered by about 16 
per cent , and on steel rails by about 40 per cent 
Reductions were also made in the case of cotton marble, 
nickel, copper, barley, pig-iron, etc On several other 
articles duties were raised To this category belonged 
manufactured goods Thus, taken as a whole, the new 
tariff did not record any radical change 
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The 3IcKiiiley Tariff of ISW^By 1890 there Tras au all 
round econonuc development of the country; and vnth it 
the Amencsn industries and commerce prospered. At 
thig time the Umted Stalest mdustnal position vras some- 
where between that of the advanced mdustnalised coun- 
tries of Europe and the pnmarfly agricultural coimtnes of 
the America. American mdustnes could not lace 

an open competition of advanced mdustnal countries The 
Umted States was, therefore, prepared to mamtam and 
mcrease its high tariffs on the manufactured goods But 
there was an important change m the basis of protection. 
Hitherto, protection was supported by the infant indus- 
tries argument. But now this argument could no longer 
be seriously maintained. The protectionist, therefore, 
pleaded that the highly paid Aia°ncan wor km a n needed 
protection against the competition of ill-paid European 
labour This could be done by imposmg such duties 
on the European goods, imported into the United 
States, as would counter-balance the disadvantages of the 
greater cost of production in America, and at the same 
time afford a moderate protection. 

Tie most important feature of the l^IcEinley tanff was 
the esdension of protection to agnculture The duty on 
barley was increased from 10 cents to 30 cents a bushel; 
on oats from 10 to 15 cents, on wheat from 20 to 25 cents, 
on potatoes from 20 to 25 cents, whilst eggs and apples, 
hitherto free, were subjected to duties 5 cents a dozen 
and 25 cents r>er cent ad valorem respectively On 
tobacco suitable for agars the duty was raised from 75 
cents to 2 dollars a pound. Similarly, rates or wool were 
raised substantially 

The manufacturers also received an adequate assistance 
For instance, the woollen industry had a good shoe of 
protection- As the iron and steel manufacture no longer 
feared the foreign comi>=1itors, the duti^ on the imports 
of steel goods were lowered. Protection to the tmplate 
industry was strengthened and the result was that the 
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manufacturers obtained a firm footmg The duty on raw 
sugar was abolished and on refined sugar lowered to half 
a cent per pound But, for home producers of sugar, of 
the best quality, a bounty of two cents per pound was given 
for fourteen years 

The President was empowered to suspend the free list 
and impose duties on imports from those countries which 
levied unequal and unreasonable duties on the Amencan 
goods Thus, the Act provided a penalty method for 
obtaining concessions Under this Act agreements for 
reduction of duties were concluded with Brazil, Dominican 
Republic, Barbados, Tnnidad, Leeward Islands Windward 
Islands, and British Gmana As a result of these con- 
cessions American exoorts received sufficient encourage- 
ment when there was a marked tendency to decline The 
penalty duties were imposed on trade with Columbia, 
Venezuela and Haiti, and m consequence imports from 
these countries into Amenca suffered 

The Wilson Tanff Act of 1894 abolished the duties on 
raw wool and substituted ad valorem duties on woollen 
goods m place of specific duties On a number of 
commodities the duties were reduced by about 50 to 75 
per cent In some cases like sugar, molasses, meat rye 
barley etc , the new Act imposed higher duties Further, 
the Act repealed the provision giving power to the Presi- 
dent to impose penalties This brought to an abrupt end 
the commercial treaties entered into under the Act of 1890, 
and caused heavy losses to those countries which had 
invested huge capital m industries relying primarily on 
free access to the Amencan market This shows the 
dangers of uncertainty and sudden reversals in commercial 
policy 

The Dingley Act of 1897 — ^To meet the fiscal require- 
ments of the Treasury the Dmgley Act was passed m 1897, 
which raised the level of tariff duties Raw materials, 
like wool, flax, hides etc, were again subjected to duties 
On the manufactured goods— woollens, cotton, silk, iron 
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and steel, etc duties were raised On raw sugar a 
specific duty was imposed, the incidence bemg doubled 

This Act also contained provisions for tariff bargaining 
similar m character to those embodied in the Act of 1890 
There was, however some change m the list of duty-free 
articles Sugar, molasses, and hides were excluded from 
the list and mstead coffee, tea, tonka and vamlla beans 
were put m This new list of duty-free articles was 
comparatively less important and, therefore, the bargam- 
mg power was much less effective The most important 
commercial agreement entered into under the new regime 
was that with Brazil, whereby the Amencan imports into 
Brazil received valuable concessions 

Commercial treaties were also negotiated with France, 
Germany, Italy, Portugal, Switzerland, Spam, Bulgana, 
and the Netherlands, but they could not yield substantial 
benefits Minor reductions and remissions m duties were 
obtamed 

The Tariff Act of 1909 strengthened the bargaining 
power of the United States The Act adopted “ maximum ” 
and “ minimum ” tariff to provide for commercial 
reciprocity The President was empowered to decide 
whether a country was discnmmating against the 
Amencan goods There was an extensive re-classification 
of commodities, and numerous alterations m the rates of 
duty were made All bounty-fed imports were to be 
subjected to surtaxes equal to the amount of the 
bounties, as determmed by the Treasury after due enquiry 
When imported materials on which duties had been paid 
were used for manufacturing articles m the United States, 
there was to be allowed on the exportation of such articles 
a drawback equivalent to 99 per cent of the duties paid 
on the materials used An additional duty of 10 per cent 
ad valorem, was to be levied on all goods not imported 
m the United States vessels, except m the case of goods 
imported m vessels of a country entitled to national 
treatment in respect of shippmg and navigation 
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After a detailed investigation the " minimum ” tariff was 
extended to all countries except Germany, France and 
Canada With these countries, also, negotiations were 
earned on as a result of which discnmmation on American 
goods was removed and benefits of the “ minimum ” tariff 
extended to them 

The tariff Act of 1913 marked the complete reversal of 
tariff policy the United States had pursued hitherto The 
principle of “ maximum ” and “ minimum ” tariff, which 
had strengthened the bargaining power of the United 
States on the basis of reciprocity, was abandoned 
Further, the tariff classification was radically recast and 
minute subdivisions of different classes of goods removed 
This lack of specialisation weakened the bargaining 
power of the United States still more To this must be 
added the abolition and reduction of duties m numerous 
cases Ad valorem duties were substituted in place of the 
specific ones In a large number of cases which increased 
substantially the cost of administrative machmery Finally, 
the President was empowered to negotiate commercial 
treaties on the basis of reciprocity, subject to the approval 
of the Congress Thus, it is clear that by 1913 the 
structure of American industries had improved sufficiently 
so that they could face foreign competition, protection had 
fulfilled its purpose 

The World War of 1914-18 created extremely abnormal 
conditions and secured to the Amencan industries full- 
fledged protection amounting to prohibition Further the 
War mtensified the feelmg for national self-sufficiency 
The protectionist sentiment therefore gathered new 
strength throughout the world under the guise of economic 
nationalism “ The trend towards protection strong 
enough before the War, became even more strong after 
its close 

With the severe declme in prices m 1921 the agitation 
for protection gathered strength Therefore m 1921 an 

I Taus« g F vf “ Tbe Tanff Iliitoir of tSe United States p «50 
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Emergency Tariff Act was passed, it imposed high duties 
upon wheat, com, meat, wool, sugar, etc But the high 
tariff duties failed to improve the situation due to contmu- 
ous dechne in pnces 

The Tariff Act ol 1922 — The new Act effected a 
substantial mcrease m duties on agricultural commodities 
and eirtended the list of duties so as to mclude almost 
every commodity Agricultural implements contmued to 
be admitted free The protection to textile mdustnes was 
generally the same as had been hitherto mamtamed But 
the pohcj’ of protection was earned to extreme limits m 
the case of metal articles toys, chinaware, cotton gloves, 
laces, pocket km\es, razors, nfles, guns, dyestuffs, etc 

Further, the Act empowered the President to impose 
penalties upon the commerce of any country which should 
discrimmate against the products of the United States 
If the discnmmatmg country should refuse to end its 
unequal treatment, the President may place new or addi> 
tional duties upon the unportation of any or all of its 
products not exceeding 50 per cent ad valorem. If, e\en 
then, the discrimination does not cease, the President may 
proclaim the total prohibition of importation of such goods 
from that country as he may deem the pubhc mterest may 
require It is however, mteresting to note that this clause 
IS essentially different from the penalty clause of the Act 
of 1890 m that it seeks to secure equality of treatment and 
not concessions m favour of the Umted States The 
American mdustnes could now successfully compete with 
those of the advanced mdustnalised countries of Europe 

In short, dunng the post-war period there has been a 
material change in the Umted States’ commercial policy 
due to the mcreased eflSciency of American mdustnes 
■Reciprocity, special favours, and the conditional mterpre- 
tation of the MFJf Clause were abandoned and mstead 
an equal opportunity m the markets of the world was 
demanded- Thus, before the depression set m, the 
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structure of the American industries and commerce had 
improved sufficiently to dispense with protection 

Conclusions — We shall now briefly summarise the con- 
clusions that may be drawn from the foregoing study 
of tariff policy 

(j) Protective tariff has played an important part in 
stimulating the growth of modern industries and 
commerce 

(n) A moderate policy of protection, determined by the 
reasonable national economic requirements helps 
the most efficient utilisation of national resources 
and maximises thereby the national dividend 
(ill) An expert, independent, and permanent tariff 
board must be entrusted with the task of studying 
the working of tariff policy so as to be able 
to eliminate wasteful tendencies 
(iv) The uncertainty and sudden reversals in tariff 
pobey aie dangerous and should be ebmmated 



CHAPTER n 

COMMERCIAL POLICY SINCE THE DEPRESSION 

\ Detailed analj sis of the pre depression tariff pobcj has 
shown the attempts made by more important countries to 
foster the gro^vth of industries behind tariff v,alls 
With the mception of the twentieth century this tendency 
receded an added stimulus due to certain political and 
economic maladjustments The Great War shattered the 
hopes of the supporters of free-trade by demonstratmg the 
vulnerability of the economic system based on laissez faire 
No wonder therefore that the general level of tariffs have 
been gradually rising durmg the post w ar period The 
economic readjustment necessitated by these changes has 
been difficult to effect The constant fluctuations in tariff 
levels have further aggravated the difficulties As a result 
we find a marked shrinkage m foreign trade and the pro- 
blem of surplus productive capacity in advanced uidustna 
lised countries which are faced with di\mdlmg markets 
Hence the need for a cntical study of the economic policy 
during and smce the depression Before however we 
proceed to analyse the commercial policy durmg the 
depression we may consider bnefly the forces which led 
to It 

The improiements in the means of communications and 
the geographical division of labour have made the entire 
V orld a closely knit economic unit so that the national 
prosperity in the modem world depends upon the smooth 
workmg of mtemational economic relations The economic 
and pohtical upheavals of the twentieth century have 
transformed the structure of modem mdustry and created 
new problems The craze for economic self sufficiency 
resulting from political and economic msecunty has turned 
the otherwise homogeneous economic entitv into a group 
of nations at war with each other pursumg divergent and 
contradictorj policies The most obnous result of all this 
IS self frustration. 
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Political Insecurity.— The growing ambitions of the 
imperialist powers led them mto the Great War and the 
Treaty of Versailles sanctified and spurred the greed The 
establishment of the League of Nations, the Locarno Agree- 
ment of 1925, and the Kellog Pact of 1928, intended to 
inaugurate an era of international co-operation and good- 
will, failed to inspire sufficient confidence amongst 
countries groanmg under the weight of the treaty obliga- 
tions If the political atmosphere remained quiet it was 
because the countries had not gathered sufficient strength 
to revolt openly agamst the wanton inroads upon their 
liberties Mutual suspicion and distrust have been nfe 
amongst different nations This had conspicuous results 
upon the commercial policy Although the world trade 
during 1925-29 recorded a considerable increase, it was 
essentially temporary, the economic stability was lacking 
The Peace Treaty had increased the number of countries 
in Euope, each of which set up new trade barriers to protect 
national industries, and the range was gradually extended 
to include the whole of the industrial and agricultural 
activity 

Monetary Instability —A monetary standard to be use- 
ful, must secure to the people internal as well as external 
stability of the unlimited legal tender money In the pre- 
war days gold standard achieved marvellous monetary 
stability This was so because short-term capital move- 
ment helped to equalise the balance of payments due to 
absence of war scares To this should be added the credit 
policy of the central banks, which effected prompt and 
direct adjustment of trade balances Countries with an 
adverse balance of trade had to export gold to meet their 
obligations and restnet mtemal credit facilities This 
lowered the mtemal price level reducing thereby the 
imports and stimulating exports The countries with a 
favourable balance of trade used the gold received m 
adjustment of the trade balances for lowering the discount 
rates and increasing the credit facilities This expensive 
credit policy stimulated imports and discouraged exports 
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Tliiis, the adjustment of exchange was automatic before 
the Great War 

The abnormal conditions during the War led to an 
unprecedented inflation and upset the currency systems of 
the belligerent countries After the close of the War, 
attempts were made to improve these chaotic currency 
conditions, which had undermmed confidence and checked 
an economic rehabilitation The Monetary Conference held 
at Brussels m 1920 and at Genoa in 1922 made distmct con- 
tributions towards the stabilisation of world currencies 
There were two alternatives available (1) the return to 
the mdependent currency systems w ith fluctuating 
exchanges, or (ii) an international currency system with 
stable exchanges and a correlated price and income struc- 
ture The second alternative was accepted by the Genoa 
Conference Soon after, most of the important countries 
stabilised their currency systems Great Britain returned 
to the gold standard in 1925 and by 1929 a number of 
advanced countries had adopted either the gold standard or 
the gold-exchange standard 

The working of the gold standard durmg the brief span 
of 1925-29 showed very creditable results, supporting the 
contentions of those who believed that the restoration of 
the gold standard would remove the economic, financial, 
and monetary disequilibrium existmg m the war-exhausted 
economic systems ' The marked increase m the world 
trade and commerce during this period bears out the claims 

But the different levels at which world currencies were 
stabilised created complications Great Bntam established 
a gold-parity which meant that her existmg level of sterlmg 
income and costs were relatively too high m terms of gold, 
so that, failing a downward adjustment, those of her m- 
M’A'jd? hisw sab/ect t<f fsvJVtf* 

put to an artificial disadvantage ® Under the normal 
workmg of the gold standard, as it had functioned durmg 

1 VU< CntomT B ** Cold Stkpdata and lurutu»’‘p IJ 
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the pre-war period, the necessary adjustments would have 
been automatically effected withm a very short time But 
the war had created new problems of commercial policy 
The rigidity of the post-war price and income structure 
obstructed the adjustment 

Another group of countries stabilised their currency 
systems at levels at which the internal purchasmg povver 
of the currency was substantially m excess of its external 
purchasing power in order to encourage exports Therefore, 
“the distribution of foreign trade, which would correspond 
to the relative efficiencies of different coimtnes for different 
purposes, has been senously disturbed from the equilibrium 
position corresponding to the normal relations betv cen 
then costs in terms of gold.”* 

But these difficulties arising from the stabilisation of 
currencies at different levels would have been essentially 
temporary if the gold standard was allowed to function 
for a sufBciently long period under appropnate conditions 
There were other more important compbcations as welL 
In the post-war period, the central banks followed a 
restrictive credit policy Both m France and the United 
States, there was an aversion towards using the fresh gold 
acquired m payment of the war debts and reparations for 
expanding the credit media, and to a large extent gold 
was simply buried m the vaults of the central banks 
Notwnthstandmg the conlmued inflow of gold, therefore, 
the price levels m these countries were not only prevented 
from rising but were actually lowered These measures 
were fundamentally m contradiction wnth the gold standard 
sj’stem. The result was a contmued pressure on the gold 
resources of the debtor countries, who were m consequence 
forced to follow restrictive credit policies Thus, one of 
the most important principles of the pre-war gold standard, 
which effected automatic adjustment of exchanges, was not 
followed during the post-war period 
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Another formidable obstruction in the smooth workmg 
of the post war gold standard was the rigidity of the 
economic structure The integration of mdustnes mcreas® 
in the strength of trade unions the multiplicity of state 
controls, heavy goieminental indebtedness, etix, created 
an economic sjstem which nas much less capable of 
adaptations to economic changes than the competitiie pre 
liar system — and thu; at a time when the economic sjstem 
required greater elasticity than e\er before due to more 
frequent changes m the industrial organisation. A higher 
standard of linng and the emergence of nev/ articles of 
consumption had changed the character of demand and 
made it less stable To this elastiaty and instability of the 
demand must be added the tendencies towards growing 
surplus productiie capacity and the flow of numerous 
inventions This was not all The price system had become 
unbalanced and financial structure weakened. In mew of 
all these elements of instability it was imperatii e that the 
economic system should be elastic enough to be able to 
adapt itself to the changes m the environment Unfortu 
nately the system at work was ngid and the rigidity of 
the price structure made the smooth working of the gold 
standard extremely difficult 

Further the econonuc system had come to be based on 
free flow of capital on a large scale This was true both 
of the manufactunng and the agncultural countries The 
manufacturing countries had increased their scale of pro- 
duction and they could market their output only so long 
as foreign capital continued to flow mto the agncultural 
coimtnes This free flow of capital had become a condition 
essential for the prospenty of the world. Here too the 
post war conditions were different from those of the pre- 
war The pre-war financial supremacy of Great Bntam 
was now senously challenged by the U5-A. and France 
In this connection it is significant to note that the Amencan 
capitalists lacked the experience and traditions which the 
Bntish financial houses had gamed by a long expenence 
Pans ivas unwilmg to lend. The conflictmg economic 



54. 


MODERN COMMERCIAL POLICY 


policies pursued by the three great powers added to the 
difficulties of the situation 

In addition, there were more frequent and large scale 
movements of short-term capital from one country to 
another, with changes in economic conditions and confi- 
dence, unknown to the pre-war economic system The 
reserves of gold and foreign exchanges held by the central 
banks were soon depleted as a result of these sudden flights 
and led to frightful contraction of credit This maldis- 
tribution of gold, was, however, rather a sign of the 
unhealthy state of the balance of payments due to com- 
mercial policy and capital movements and the obligation 
to repay reparations, than an independent cause of further 
disturbance 

Reparations— Reparations were a constant source of 
friction between the states during the post-war period and 
militated against the economic stability Accordmg to Herr 
Salberg, it is in the political payments made from country 
to country, to an annua) amount of two milliards of marks 
that the final causes of the world crisis lie ^ Up to the end 
of 1922 Germany paid about 8,000 million gold marks which 
totally upset her war-exhausted and treaty-depleated 
economic system The result was a precipitous fall in the 
value of the Mark and the virtual bankruptcy of Germany 
In 1923 Germany could not make pajTnents which led to 
the French occupation of Ruhr To find a solution of 
this tangle a committee, with General Dawes as the 
Chairman, was appointed The Committee recommended 
the stabilisation of the German currency and a graded scale 
of annuities rising from Rm 1,000 million in the first j ear 
to Rm 2,500 million in a standard year This skilful scheme, 
says Sir Arthur Salter, gave Europe a valuable respite of 
five years in which she could forget about reparations and 
proceed with the reconstruction In 1930, however this 
scheme was superseded by the Young Plan which fixed the 
payments on a lower scale 

I I id« orld Cn‘l«, Cold PMUen mad 11 mr Drbt ’ 
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War Debts. — Closely allied to the question of the repara- 
tions IS the problem of war-debts Durmg the war 
belligerents borrowed huge sums, both internally and 
externally, to finance the miUlary operations Taking the 
external debts contracted durmg war time, we find that^ 
the U K borrov.ed £842 milhon from the U SA , France 
£1 058 million from the USJ\, and the UK,, Italy £827 
million from the USA UK, and France, Russia £766 
million from the USA, UK, and France, and Belgium 
£268 million from the USA UK and France Other 
belligerents had also contracted external loans Thus the 
total value of the mter-allied mdebtedness araoimted to 
about £4 000 million These debts were subsequently 
scaled down and funded In practice, the settlement of 
these debts depended on the payment of reparations by 
Germany 

That these huge sums were beyond the ability of the 
war-exhausted and treaty-depleted Germany to pay needs 
no elaborate proof No wonder, therefore, that even under 
the Dawes Plan we find that Germany did not make any 
net payments - During 1925 29 Germany’s external loans 
amounted to £3,540 million and reparation payments to 
£1,985 million 3 This increased Germany’s dependence 
on foreign loans Further, the protectionist tariff 
policy pursued by the U SA and France made it impossible 
for Germany to pay the debts, even if she had a desire to 
do so Again, the pre-war foreign investments were 
gradual and regular, which enabled the countries to adjust 
their economic systems to this contmuous movement of 
capital The post-war movements of capital, on the 
contrary, were most erratic Again, m the post-war years 
lendmg and borrowing were reckless, extravagant and 
wasteful The absence of a strong central agency to 
regulate the world money market m the post-war period 

l Kcttim. J >I -Ejcari In PcrmnooB." p 31 
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added to the difficulties The blame, therefore, largely rests 
with the creditor countries 

Foreign Investments'— In the pre-war days foreign Inot^- 
assisted the growth of world trade and commerce bet 
the borrowings were pnmanly for productive purposes 
the creditor countries utilised their receipts either for 
purchase of goods and services from the debtor countries 
for making additional loans, it being accepted that all lOc 
must ultimately be paid in goods and services This ma 
the payment of capital and interest relatively easy and tl 
whole mechanism worked without friction The Great Wa 
changed the entire economic outlook of the people am 
created fresh complications Firstly, the post-war loans’ 
were largely of an unproductive character, having been 
incurred either for political purposes, or to support 
exchanges or to build up currency reserves or to balance 
the budgets The ability of the debtor countries to pay 
these loans was, therefore, considerably restricted In con- 
sequence the debts piled up and further increased the diffi- 
culties of the debtors To this must be added the reluctance 
of the creditor countnes to receive interest and amortisation 
charges in the form of goods and services The demand 
was for gold or short-term liquid assets This the debtor 
countries could not do For a time the creditor countries 
went on giving fresh loans to meet the situation But the 
most senous error on the part of the creditor countnes was 
their refusal to receive payments in the form of goods and 
services 2 The dangers of the situation they had created 
were brought home to them when they stopped lending 

1 A Tarcf part of Iho rf-pon* tOily ford -astrn that! avc o\rrtaVrn the jntrm 
Inam of the pMt war period n oniwttedly aHnbntaWr to the rrrVIramrM and laeV 
miniTwfton with which m«n> of lhr«r Po«»« were male It would he «ui>rrfci»l hov 

our »nrr tnowlrd-e «rrr7t imprudent to the poult oC r«ikW-ne>i« did not »erm -o ecen In 
caution- obwrvcT- in the afnio«phrre of fhr po«t war decade For a mmpleic d amioslt of 
the trouble it u necen)>ar> to take mlo coeradmtwii fhctnr- nf a more fundomental character 
Vide “The Problem of IntematinnaJ p 12 

2 The heart of the prohlrm waa the d llirtiltr of imnarbr To meet the acrvice of her 

quircd *»Jue She mu-t market tboae addiiioiial eoode In worfd market- and thereby obu n 
foreiirn exehariffe EquaTIv for the I » fed Slatca to receive payment it waj* nece—ary that 
Amenea ahould import additional ffoodi fmm outwlr wirid or ei-e redoee her eitporla by 
a correapcmdinir amount Vide The PmUeni lutemational Inve-tmmt p 13 
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This IS not alL In the pre-war da>3 loans were ad\'anced 
by the industrially ad\-anced countries to relatnely back- 
ward agncultural countries, which facilitated smooth 
functioning of the economic system. In the post-war 
period, however, loan transactions were largely entered 
into between the advanced industrialised countries, whidi 
mcreased the difficulties of payment 

Short-term Capita] Moiements, — Here we have another 
cause of economic mstabilitj In the pre-war days the 
short-term capital movements rendered an mvaluable 
cemce m adjusting the balance of mternational payments, 
because the total amount of such sums was relatively small 
and thev were largeU controlled by the London money 
market In the post-war psnod, however the volume of 
short-term capital movement mcreased considerably due 
mter aba, to pobtical uncertainties, instabibt>' of the 
currency sj'stems and a high rate of interest on the short- 
term loans. The sudden movements of these huge amounts 
from one country to another, characteristic of the post-war 
penod, became a formidable source of economic instability. 
The msecuntj* of the position was mcreased by the fact 
that the %ery countnes whose credit was likely to be m«'st 
affected by political changes had mcurred foreign mdebted- 
nesa, of a short-term character on a v'ery large scale. 
Germany had borrowed no less than. Rm IIJIQO truUion to 
Rm. 12,200 million or S2 600 million to $2,900 million on a 
short-term basis. The emstence of such borrowmgs in- 
creased the vulnerabibty of the international financial 
position particularly of countnes likely to be hard hit by 
the depression or subject to considerable withdrawals of 
foreign short-term capital * 

Protectionist Tariff Policy, — ^Before the World War 
international trade was regulated pnmanlv by customs 
duties and the balance of payments was left to be adjusted 
bv the mternational monetary and credit sj*stem. Judged 
by the post-war standards, the degree of protection w^s 

I-VW)-. Cmn* and nism •€ the WaiM nroBooue Dtrfe sa oa. p. SS. 
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relatively moderate Besides, the highly intergrated 
international trade, monetary, and credit systems imparted 
relative stability to the entire economic system These 
systems were completely disrupted by the War and its 
aftermath No doubt the systems were rebuilt during the 
first post-war decade, but the basis on which the new super- 
structure was raised, was essentially unbound and led to 
far more drastic and extensive protectionism than that of 
the pre-war period The problem of direct adjustment of 
balance of payments was also brought to the fore Both 
these forms of protection became more and more intensified 
as the economic depression unfolded itself 

Distorted Price Levels. — The rapid rise in the efficiency 
of both agnculture and manufacturing industries consider- 
ably increased the per capita output m all the advanced 
countries Under normal conditions, this efficiency ought 
to have inevitably led to a reduction m the price level 
But the monetary policies pursued during 1925-29 distorted 
the entire price structure During 1925-27 the wholesale 
price level fell in conformity with the improved efficiency 
in the technique of production This tendency, however was 
abruptly arrested in 1927, due to the cheap money policy 
initiated by the United Stales, to relieve the domestic 
depression and check the dram of gold This inflationary 
policy created disequilibria in the economic systems of the 
world, which eventually produced ^le slump The cheaper 
credit policy of the United State, by making possible similar 
policies m other countries, and also by providing a means 
of interest payments in the shape of new loans enabled the 
debtor countries to maintain wage levels and standards of 
living that would have been impossible without such 
support 1 

The credit expansion, which took place during this period 
in the United States, was largely for the financing of 
speculation, ■w^nt’n Asagatwo iwiseqciwites ILti view 
of the marked growth m busmess profits and the enormous 

I Vndc, ^^orld EconORi c Sumr IMl 3S P n 
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inflation m share prices, the average American investor 
found It more profitable to invest his capital in local shares 
than in subscnbmg to the foreign loans The result uas a 
substantial fall in the foreign loans, which upset the econo- 
mic structure of the debtor countries They were forced 
to follow “dear ’ money policy which led to fallmg prices, 
lower output, and unemployment This state of affairs was 
essentially short-lived The fall of this artificial system 
was mevitable and it came with the collapse of Wall Street 
in October 1929 plunging the world in an unprecedented 
economic depression 

Depression —During the depression the economic trends 
outlined above were intensified It has been rightly 
asserted that the depression exposed the unsoundness not 
only of the economic system which had been built up after 
the war, but its political basis as well, and caused economic 
distress and economic friction to coalesce We have already 
noted that the economic system was overburdened with 
excessive financial commitments, large proportion being 
unproductive, and its important segments had become 
rigid, they were not amenable to an easy control The 
Wall Street crash gave a rude shock to business confidence 
and was followed by a steep fall in the inflated paper values 
Banks promptly recalled their advances and curtailed their 
credit facilities These measures had a deflationary effect 
and prices slumped 

In all such cases of a steep fall in prices, the first loss 
falls upon the profits of industry, which are curtailed or 
entirely wiped out As a result, enterprise and investment 
are disouraged, industrial production is curtailed and un- 
employment follows Besides, once a decline in prices sets 
in further decline is expected The mcentive both to spend 
and mvest is weakened Uncertamty and msecurity ensue, 
leading quickly to the undermining of confidence Poten- 
tial purchasers await the expected fall and, by awaiting, 
help to cause it Production is paralysed, unemployment 
increases and a vicio us downward spiral is set in motion * 

1 M4» nrport of tb« Cold P«r» I4S 
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The effects of this slump in pncK upon different economic 
systems were essentially dissimilar The policies pursued 
by the advanced countries to protect their economic sys- 
tems during the trough of depression have considerably 
complicated the technique of protection In fact, the entire 
technique of protection was revolutionised In several 
cases there were distinct innovations and m others the 
scope and effectiveness of the old devices was remarkably 
extended In what follows, therefore, an attempt will be 
made to present, in brief, the salient features of the different 
forms of protectionism, their nature, and the objectiv'es 
they are designed to serve 

From the preceding discussion it will be seen that due to 
faulty economic policies pursued by different countries it 
was inevitable that the system resting upon them must 
crash When the inevitable crash came its repercussions 
were, therefore, widespread The industrial depression set 
in simultaneously with the agncuUural crisis and their 
interaction added to the intensity This led to a steep fall 
in the prices of primary commodities, which reduced sub- 
stantially the real incomes of the agricultural states, in- 
creased the real burden of their debts, and adversely affect- 
ed their credit The balance of international payments 
was adversely affected due to the fall in the value of ex- 
ports and the contraction of the foreign credits The 
economic conditions of these countries were particularly 
serious due to the peculiarities of their economic systems 
Besides, they were heavily in debt, the loans having been 
contracted at high rates of interest and partly for unpro- 
ductive purposes They had also ** valorised ” their agri- 
cultural products by accumulating stocks No wonder 
therefore, that the rapid fall in prices upset their entire 
economic system 

Thus, these countries were faced with an extremely diffi- 
cult situation The difficulties were two-fold, external and 
internal Attemps were made to solve internal difficulties 
by extending protection to agricultural interests in the 
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cotintry adversely affected by the steep fall m pnces The 
fadures of schemes intended to stabilise agricultural prices 
led to a further price instability The internal taxation 
was also raised to improve the situation These policies 
exercised a deflationary effect and forced down the prices 
still further ‘ 

The external problem was equally serious and difficult 
To meet their external obligations adequately and promptly, 
the agricultural debtor countries tried to cut down their 
imports But these experiments had very limited success 
This was so because the prices of agricultural products, 
which constituted the means of payments to the creditor 
both m respect o£ their debt obligations and of imports, 
had fallen much lower than those of industrial products 
which formed the bulk of their imports Further, the cre- 
ditor countries had abruptly cut off their foreign loans and 
imposed protective tariffs on the imports of agricultural 
produce, to foster the growth of agriculture withm their o\v n 
frontiers Under the circumstances, the agricultural debtor 
countries had three alternatives (1) abandonment of the 
gold standard, (2) export of gold, and (3) proclamation of 
moratona All these alternatives were tried, but they 
failed to arrest the fall m prices 


Protectionism — Agricultural protectionism of the ad- 
vanced industrial states is of special significance in the 
technique of modern commercial policy, which the present 
work attempts to analyse We have already noted that the 
agricultural debtor countries, to safeguard their balance of 
pajnnents, had resorted to a ruthless cut m their imports 
These import restrictions increased the difficulties of ad- 
\ anced industrialised countries, their exports dwmdled and 
unemployment increased Besides, the general protec- 
tionist policy, which was gaming ground throughout the 
norld, further aggravated the export difficulties At this 
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stage, the industrial countries, which were normally impor- 
ters of agricultural commodities, took special measures to 
protect their agncultural population by imposing tariffs, 
millmg regulations, subsidies, import licenses, quotas, 
monopolies, sanitary regulations, etc All these measures 
were extensively used and often abused “These Draco- 
nian measures, which, quite apart from the disorder which 
they caused in the delicate and complex mechanism of the 
balance of mtemational accounts, tend to create as many 
different price regimes as there are protectionist countnes 
and thus delay a return to the essential system of non- 
watertight compartments, were followed by a whole series 
of difficulties, perhaps less senous but almost as irksome 
Quotas have to be allocated as between the countries; 
hence the danger of discrimination Quotas have to be 
allocated as between the traders, and allocation is neces- 
sarily synonymous with delay, confusion, abuse, de facto 
monopoly and sometimes corruption The whole body of 
sanitary measures, applied with the utmost severity, 
creates a suspicion that those measures have economic 
objects 

Agncultural protectionism within reasonable limits is 
defensible The costs mvolved in a reasonable protective 
scheme may be more than counterbalanced by the benefits 
derived therefrom Apart from the modem tendency to- 
wards economic self-sufficiency, the recent experience of 
the depression has shown that an over-industnalised sys- 
tem IS more vulnerable to economic disequilibrium There- 
fore, a more broad-based economic system is preferable 
Besides, the maintenance of a healthy agricultural popu- 
lation due to social, historical and psychological reasons, 
has come to be regarded much more important than pure 
economic considerations would permit 

The agricultural protectionism during the post-war 
period has overstepped the reasonable and defensible limits 
In the precedmg chapter we have shown that agncultural 

1 Vide Report on A(ncuJturt] Feotechsairai, {Lea^e of Natioas) p t 
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protection became an important xnstnunent of commer- 
cial policy m the nmeteenth century This trend became 
particularly marked after 1878 The financial needs of 
balancmg the budgets by customs revenue mcreased the 
popularity of tariff protection Since protection breeds pro- 
tection, each time a tariff was revised heavier duties were 
imposed Gradually, the technique of protectionism was 
unproved Tariff specialisation mcreased the efficiency and 
effectiveness of protectionist policy But it is essential to 
note that customs duties were the primary mstrument of 
protectionist commercial policy before the Great War 

For a few years following the Great War, the tariff 
policy affecting the agricultural products was Relatively 
liberal This change m the trend towards agncultural pro- 
tection was due to scarcity of foodstuffs and raw mate- 
rials In consequence, the volume of world trade in some 
of the chief foodstuffs was considerably greater after the 
war than before it The world exports of wheat and wheat- 
floor, for example, mcreased by about 18 per cent m 
volume between 1909-13 and 1922-25, the European import 
balance nsmg by more than 20 per cent , if Russia is ex- 
cluded, and by about 90 per cent if Russia is mcluded 
The total of the import balances of beef and veal mto five 
of the leading European importmg countries was twice as 
large m 1925 as m 1909-13 ' 

This period of relatively liberal tariff policy was cut 
short m 1925 Smce then the customs duties on agncul- 
tural products have been nsmg m mdustnal counlnes In 
1925, the Italian Government re-imposed customs duty on 
wheat, which had been abolished m 1921, and maugurated 
its wheat-growmg campaign, with the mtention of minl- 
mismg Italy’s dependence on foreign food-supplies Aus- 
tria and Czechoslovakia also imposed sUdmg scale duties 
on the imports of wheat Germany, havmg recovered her 
freedom to impose customs duties, followed the lead 
Duties on meat also showed a nsmg tendency durmg this 

I Tide, Report on Apnciiltarel Pratcctmunn (LMfw el hatMn) p S9 
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period The German duty on fresh and chilled meat was 
raised in 1927 from 21 Rm per 100 kg to 32 Rm Simi- 
larly, French duties on beef were raised during 1927 from 
50 to 350 francs per 100 kg on fresh and chilled beef and 
from 50 to 180 francs m the case of frozen beef 

The period of world depression since 1929 is very signi- 
ficant in the technique of commercial policy The innova- 
tions made during this period show the extent to which 
human ingenuity can go m devising fresh expedients to 
meet new situations This period has recorded marked 
changes in both agricultural and industrial protectionism 
The principal changes in the technique of commercial 
policy during this period may be studied under convenient 
heads 

(1) Customs Duties: America — Apart from a few spora- 
dic changes m customs duties affecting some individual 
articles the first important general increase m duties was 
effected by the United States under the Hawley-Smoot 
Tariff Act of 1930 Under the Act the tariff duties were 
raised both on agricultural commodities and manufactured 
goods Sugar duty, which had played a very important 
part in the American protective tariff, was raised from 
1 76 cents per pound to 2 00 cents, although there was no 
change in the difference m costs and prices during the 
period Thus the cost principle did not warrant the impo- 
sition of a higher duty Similar was the practice followed 
m respect of other agricultural articles On wheat a duty 
of 20 cents a bushel was levied in 1922 and was then 
thought to be too high This duty was raised to 42 centc 
a bushel m 1924 and was mamtamed at that height under 
the Act of 1930 On long staple cotton duty of seven cents 
a pound was imposed to help the cotton growers On beef 
the duty was raised from 3 cents to 6 cents, on sheep from 
2} to 5 cents, on mutton and lamb from 4 to 7 cents and 
on swine from J to 2 cents On milk and cream the duties 
were nearly tripled, and on live poultry the increase was 
from 3 cents to 8 cents The duties on eggs and butter 
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Act of 1922 Act of 1930 
Per Cent Per Cent. 


Spirits, Wines and other beverages 

36 

48 

47 

•44 

Manufactures of Cotton 

40 

27 

46 

42 

Flax, Hemp, Jute and manufac- 





tures of 

18 

16 

19 

•14 

Wool and Manufactures of 

49 

54 

59 

83 

Manufactures of Silk 

56 

56 

59 

13 

Manufactures of Rayon 

52 

68 

53 

62 

Paper and Books 

24 

72 

26 

06 

Sundries 

21 

97 

27 

39 


The Hawley-Smoot tariff had very important repercus- 
sions it revolutionised the commercial policy of the world 
In the initial stages it led to widespread retaliation and 
discrimination against American exports but soon deve- 
loped into a network of restrictive tariffs This was not 
all In addition to the general increases in protective 
tariffs we find a system of import and export restrictions un- 
known in the pre-war days, which made the movement of 
goods from one country to another extremely difficult We 
have already pointed out that the normal working of thu 
gold standard tends to correct the balance of trade when 
necessary by increasing the imports of the creditor coun- 
tries The gold standard will perform the function of auto- 
matic adjustment of trade balance even if there is a 
permanent tariff, though with some difficulty But the 
adjustment becomes impossible if the flow of imports, 
which the normal working of the gold standard requires, 
IS obstructed by higher and restrictive import duties The 
new American tariff definitely and deliberately kept the 
imports out of the American markets, which her creditor 
position required her to receive Under these circum- 
stances, with the commodity-prices falling rapidly, with 
new loans unavailable, a retaliation was mevitable and 
logical The retaliatory or “defensive” tariffs were erected 
m many countries m desperate efforts to create export 
balances for the debt-payments and to check the price- 
declines, and the depression contmued rapidly in its des- 
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cendmg vicious circle^ Ro vioi^er therefore that *h“ 
■world cominercial policy since 1930 «honi of its normal fea 
lures has assumed a chaotic form. 

Italian Tariff Policy — All European countries imme 
diately started raismg their tariffs The Italians said that 
they would make purchases only in those countnes which 
bought Italian agricultural products marble cars sh p» 
silk, v/ool and cotton manufactures This declaration was 
followed by th“ new automobile tanff m June 1930 which 
was prohibitive m its effects ^Practically all agencies 
handling American cars had been liquidated by November 
1930 dealers finding themselves not only unable to sell 
automobiles at the n“v>i rate but unable to get nd of th® 
stocks acquired under the old rales due to th“ fact that 
the Italians would not purchase automobiles vhich would 
soon be left without servuce faeffilies and parts.”" In 
defence of the new policy it v as stated that the increased 
duties a5se5s<»d by the Italian Go\emmeDt constituted an 
effort to conserve the national mdustry and to relieve un 
employment This increase was a part of the established 
protective tariff policy to conserve national industries. In 
September 1931 the tanff duti^ on radios and radio equip- 
ment were raised. Further at the same time a general 
15 per cent ad valorem mcrease in tariffs on all products 
imported into Italy was effected, save a few specifically 
exempted articles like wheat com, breao, metal ores che- 
mical fertiliser coal coke etc This measure was taken 
to balance the budget The mtensification of depression all 
over the world mcluding Italy the fall m pnces, and the 
excessive tanff bamers raised by almost all countnes had 
cut do'wn production, consumption and exportation, and 
thus had reduced revenue These measures, m addition to 
the attempts made by the Italian Government to restnct 
imports had curtailed considerably the customs receipts 
Internal taxation had reached th“ pomt of diminishing 
returns It was believ ed, therefore that the bwt method of 

1 Tide, Jaa-«, J M. “Tenl ItrUSttjge.** p. 11. 
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securing more revenue was to raise the tanffs generally 
The result was that by 1931 Italy exceeded all industrial 
countries in Europe m the height of her tariff walls i The 
duties on agricultural products were also increased parti- 
cularly on com, flour and sugar In 1932, duties were 
raised on butter, livestock and meat 

German Tariff Policy — The agrarian protection has 
played an important part m German tariff policy, since 
Germany regained her commercial freedom on the 1st 
January 1925 The tariff Act of August 1925 introduced 
moderate protectionism During 1925-26 several revisions 
were effected m the tariff rates so that by 1927 they had 
risen by about 55 to 65 per cent above those of 1913 The 
increases were more significant in the case of vegetables, 
fruits and dairy produce cocoa, etc Dunng 1929 and 1930 
sliding scale of duties were enforced to keep the home 
price at a definite level Since then these rates have 
recorded a rapid rise with the fall m prices For instance, 
the duty on wheat rose from 65 Rm per ton in 1929 to 
250 Rm m 1931, on rye from 60 Rm to 200 Rm , on barley 
from about 40 Rm to 200 Rm and on wheat floor from 
102 Rm to 430 Rm ® These duties were supplemented by 
compulsory milling regulations The most obvious effect 
was practical exclusion of all imports of wheat and rye 
With regard to maize, a selling monopoly was established 
in 1930 which completely stopped the imports Therefore, 
the German imports of gram which constituted 10 4 per 
cent of the total German imports in 1913 fell to 4 4 per 
cent in 1931 ® 

Protection to live-stock breedmg and meat production 
was also substantially increased In 1931 the duties m 
force were about four fold of those in 1913 The duties on 
meat were correspondingly raised In consequence imports 
of live-stock declined from Rm 78 million m 1929 to Rm 
2 2 million m 1931, and" those of fresh meat from Km 224 
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to Rm 5 5 million Smce 1932 the tariff duties have been 
supplemented by quotas monopoly, etc As a result of 
this development by the end of 1931 Germany had become 
nearly self-sufficient m v-heat and rye and requirements 
of grain and fodder were small, imports of h\e-stock and 
meat were reduced to insignificance, while some sugar 
supplies were sufficient to meet the entire home demand 

Industrial duties could not be mcreased because the> 
were tied by the commercial treaties Besides, Germany 
bemg a large exporter of the manufactured goods could 
not afford to raise her tariff such as would mvite retalia- 
tion The excessive agncullural protection adopted bj 
Germany had already created sufficient difficulties for her 
exports which had to be solved by suitable commercial 
treaties ' 

French Tariff Policy— The pre-war French agrarian 
tariff was decidedly protectionist The tariff revision of 
1927 brought down the level of tariffs considerably and 
stabilised it by negotiatmg commercial treaties In 
1929 however these duties were altered Those duties 
which were not consolidated by commercial treaties were 
raised particularly those on com flour, live stock, meat 
and milk products sugar and ivine The mcidence of 
duties was much higher m the case of those commodities 
the prices of which had fallen very heavily Thus, the 
duties were very high on wheat maize barley, pork, sugar 
etc The tariffs were supplemented by miUmg regulations 
and quotas, which we shall discuss at a later stage 


As regards the industrial tariff m France it has been 
pomted out that the tariff revision of 1927 and the com- 
mercial treaties concluded thereafter had consolidated the 
tariff With the inception of depression and the steep fall 
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m prices, fherefore, French trade and commerce could not 
easily seek the assistance of tariffs A few increases were 
effected up to 1931 but they were inadequate to render any 
material assistance In 1932 quotas were, therefore, intro- 
duced to rectify the balance of trade and protect the French 
industries by cutting down drastically both the agranan 
and industnal imports 

Britain adopts Protection, — At the general election in 
1931, the National Government, in view of the rank protec- 
tionist policy and the other import restrictions adopted by 
the leading mdustrial countries, obtained a mandate for the 
defence of the British market The protectionists argued 
Great Britain must have a tariff, as a means of defence to 
retaliate against countries which persisted in excluding the 
British products in order to be able to reduce foreign 
tanffs which were strangling British trade, and to prevent 
state-aided foreign products from being dumped m Great 
Britain, at pnces disastrous for the British industries The 
British people were told, and believed, that m a world of 
VICIOUS and prohibitive trade restrictions, Great Britain 
could not survive as a free market and that the only way 
m which Britain might secure freer trade and lower tariffs 
throughout the world was for her to adopt protection as 
a bargaining weapon 

In accordance with this definite change in the British 
tariff policy, the Abnormal Importations Act was passed m 
1931, which empowered the Board of Trade with the con- 
currence of the Treasury, to assess customs duties up to 
100 per cent ad valorem upon the manufactured goods 
when necessary to prevent abnormal imoortation of goods 
which were being brought m for the purpose of forestalling 
the permanent tariff measures then m course of prepara- 
tion Three Orders issued under this Act, in 1931, comprised 
a long list of articles, and the duties imposed were 50 per 
cent ad valorem, with exemption for Empire products 

The Horticultural Products Act of 1931, soon followed, 
which empowered the Minister of Agriculture to impose 
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duties not exceeding 100 per cent ad valorem upon certam 
fresh fruits, fresh vegetables, flowers, plants, bulbs, and 
foliage, and to reduce the importation of those commodities, 
the production of which can be increased m the U K , or 
which can properly be regarded as articles of luxury 
In March 1932 the Imnort Duties Act came into force, 
imposing a general ad valorem duty of 10 per cent on all 
goods imported mto the U K , except certam goods The 
exempted articles were the raw materials used by the 
British industries, e g , cotton wool, hides and skms, metal- 
lic ores, tea, rubber, etc as well as certam food-stuffs, 
includmg wheat, maiae nears, live animals, etc The Act 
also provided for the constitution of a Committee, to be 
known as the Import Duties Advisory Committee for 
advising the Treasury regardmg (a) any additional duty 
that should be imposed on goods chargeable with the general 
duty which are either articles of luxury or of a kmd which 
are being produced or are likely withm a reasonable time 
to be poduced, m the U K in quantities which are sub- 
stantial m relation to the U K. consumption, (b) additions 
to the list of goods to be exempted from the ad valorem 
duty, (c) the allowance of drawback of duty on any class 
of goods The Committee is further directed to have 
regard to the advisability m the national mterest of res- 
tricting imports mto the U K , and m the interests generally 
of trade and mdustry in the U K 
This measure was highly commended by Mr Chamber- 
lain He claimed that it would help to correct the balance 
of payments by diminishing imports and stimulating 
exports, fortify the finances of the country by raismg fresh 
re\enue, and effect an insurance agamst a nse m the cost 
of living resulting from an unchecked depreciation of 
currency It would decrease unemployment by givmg the 
necessary stimulus to industry and agriculture Further, 
It would be used as an instrument of tariff bargainmg, to 
lower tariff barriers m the foreign countries Cementmg 
of the ties between the Empire was another objective 
aimed at 
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The Import Duties Advisory Committee has rendered 
very useful services to the British trade and industries 
It has issued a series of reports The first report, issued 
in April 1932, is most interesting and comprehensive It 
recommended the levy of uniform rates of duty on fully 
manufactured articles and higher rates on luxury and 
semi-luxury articles These rates could be lowered or 
raised in individual cases on the basis of detailed investi- 
gations From time to time changes in rates of duty on 
various commodities have been made on the recommenda- 
tion of the Committee Everybody has a right to apply to 
the Committee, for the revision of the duties, and all inte- 
rested parties are invited to express their views 

Before the end of 1932 came the Ottawa Agreements Act, 
which gave a more definite orientation to the post-war 
changes in the British tanff policy and clarified their 
objective The exemption accorded to the Empire products 
under the Import Duties Act of 1932 was extended for a 
further penod of five years Great Bntam undertook to 
pass legislation levying, for the purpose of enlarging the 
Imperial Preferance, new duties on certain imports from 
foreign countries, previously admitted free, and to increase 
the rates of duty on certain foreign imports previously 
admitted with a duty of 10 per cent ad valorem Wheat, 
maize, linseed, and copper were taken out from the free 
list and specific duties imposed upon them The 10 per 
cent duties previously charged on a large range of fresh, 
canned, and dried fruits, dairy products, cereals, fresh and 
canned fish, eggs, honey, vegetable oils, rice etc , were 
replaced by specific duties which constituted increases from 
33-1/3 to 100 per cent This was not enough Great 
Bntain undertook to restrict importation of foreign chilled 
and frozen beef, frozen mutton and iamb, as well as bacon 
and ham. by means of a quota system, with the object of 
securing the development of home production and gmng 
the dominions an expanding share of the British imports 
Further, Great Bntain agreed that upon a long list of 
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foreign imports, the existing 10 per cent, duties would not 
be decreased for a period of five years 

From the foregoing brief review of the tariff policy of 
a few advanced mdustrialised countries during the depres- 
sion it will be seen that the customs duties play a very 
important part in the technique of modem commercial 
policy This IS a universal practice But it has also been 
found that the customs duties are not sufficient to provide 
adequate safeguard to trade and mdustnes suffering from 
the steep fall m prices and shrinkage m demand It is sig- 
nificant to note that higher customs duties on agricultural 
produce m adv’anced industrial countries aggravated the 
difficulties by reducmg the capacity of agricultural coun- 
tries to buy manufactured goods ‘Profit deflation” 
affected adversely the capacity and willingness to lend 
abroad The result was that tariff duties have been 
supplemented by other devices 

(2) Currency Depreciation.— It has already been pointed 
out that m 1923, when Brtain remtroduced gold standard, 
the pound was over-valued by about 10 per cent It was 
expected that a nse m pnces would bring about the 
necessary adjustment But the general trend m prices 
smce 1925 has been downward, which affected British 
trade and commerce adversely The difficulties were 
aggravated because some other important countries had 
returned to gold at rates relatively under valued, to offer 
a definite encouragement to their trade and industries 
France was the leader of this group The British balance 
of payments could be maintained with the help of receipts 
from external investments, shipping, etc In 1931, how- 
ever, the balance became heavily unfavourable and im- 
posed a severe strain upon sterlmg, confidence in sterlmg 
was lost There was a run on the pound during the 
summer of 1931 and m about two months’ time more than 
£200 million of gold was withdrawn Short term loans 
were borrowed from Pans and New York to support the 
sterling, but the dram contmued with the result that m 
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September 1931 Britain left the gold standard Since then, 
sterling has been a managed paper standard The depre- 
ciation of sterling was definitely helpful to the British 
manufacturers, British trade and industries got a substan- 
tial stimulus The trade balance recorded immediate 
improvement The British lead was soon followed by 
other countries, so that the currency depreciation became 
an important instrument of commercial policy soon after 
September 1931 

An immediate result of currency depreciation is to 
improve the competitive capacity of the domestic producer 
both in the domestic and the foreign markets This 
advantage however tends to be nullified because depre- 
ciation induces a rise m the domestic prices Besides the 
exchange depreciation is not favoured by the foreign 
competitors, who regard it as an unfair competition This 
IS so because when a currency is undergoing depreciation 
normally the decline m its internal purchasing power lags 
behind the decline in its external purchasing poiver as 
measured by the foreign exchanges A depreciated cur- 
rency, therefore, tends to operate as a premium on exports 
by causing export prices, temporarily at least, to be abnor- 
mally low in terms of the foreign currency The competing 
countries, adversely affected by the currency depreciation 
either follow a similar course of action or impose 
countervailing import duties or other special restrictive 
measures Thus, the commercial advantage of currency 
depreciation tends to be neutralised But it creates con- 
siderable complications in the commercial policy and leaves 
an heritage of dangerous restrictive commercial practices 

*'^3) Quotas — The quota system has been adopted to 
meet new conditions of trade, where customs duties 
have failed to provide adequate protection to the domestic 
producers Under the quota ^stem, the amount of a parti- 
cular commodity which may be imported into a country 
durmg a specified period is fixed, usually in advance We 
may define the quota system as limitation by quantity or 
value of the importation of a commodity for a specified 
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penod of time by the executive decree of a State The 
quota may be allocated between the supplying countries 
or it may be unallocated. When the quota is unallocated 
among the supplying countnes, the importing country does 
not take cognisance of the origin of Imports, and permits 
the imports to flow m until the quota has been filled in 
Thereafter imports are prohibited When the quota is 
allocated among the supplying countnes each countrj’ may 
supply Its permitted share at any time durmg the quota 
period 

It IS, however, essential to note the distinction between 
an import quota and a customs or tariff quota Under 
the import quota the physical quantity of imports during 
a specified penod is fixed, nothing beyond that quantity 
shall be imported But, under the customs or tariff quota, 
a fixed quantity of imports can enter at a certain con- 
cession rate of duty, and imports above that quantity would 
have to pay the higher rates of duty Thus, m this case 
imports are not legally prohibited, but they are subjected 
to higher customs duties 

The quotas have marked effects on the balance of pay- 
ments, as distinct from the customs duties A customs 
duty raises the prices of commodities to the consumers, 
smce it operates as a form of tax to enable the domestic 
mdustry to sell at a higher price But this does not 
eliminate the foreign competition entirely Of course, 
the foreign competitors at the margin may be elinunated, 
in view of the higher pnce, and the margin for the domestic 
producer may widen But, if the customs duties are not 
prohibitive, the foreign imports will contmue to flow in 
and keep the domestic producers alert No wonder, there- 
fore, that so long as the customs duties continued to be 
the primary instrument of commercial pohcy, foreign trade 
recorded a steady growth, notwithstandmg the increase m 
duties The machinery for maintaining the equilibrium of 
the balance of payments was mamtained mtact 

Under the quota system, howe%er, the imports are 
regulated more effectively by imposmg a quantitati\e 
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limitation upon them, and the foreign competitor has no 
freedom of increasing his sales at competitive prices He 
can export only so much and no more Under a reason- 
able customs tariff, on the other hand, the foreign manu- 
facturer has always a possibility of maintaining his sales 
by improving his technique of production or acceptance 
of a lower remuneration 

Again, the quota system, by making the goods scarce in 
the domestic market, imposes very severe strains upon 
the price mechanism and makes the re-establishment of 
price equilibrium more difficult The price variations differ 
with the stringency of the application of the quotas 
Prohibitive duties may bring about similar results, by 
imposing pressure upon the price level, but the process 
IS apt to be dilatory and not so rigid 

The quotas are fixed by the executive authority, and 
therefore they are apt to reflect more the caprices and the 
needs of those in power than the requirements of the large 
mass of people Thus under the quota system the adminis- 
trative authorities have acquired a greater measure of 
power m moulding the commercial policy than they could 
have under the customs duties determmed by the legis- 
lature It IS claimed that the quota system is more 
flexible and can be promptly adjusted to suit the changes 
in the economic conditions without having a recourse to 
dilatory legislative practice It is easier to manipulate a 
quota than mould a customs duty But this practice has 
its own dangers Quotas must of necessity be allocated, 
and allocation is synonymous with delay, confusion, error, 
abuse, de facto monopoly, and at times corruption Further, 
the quotas can be more promptly enforced without the 
obstruction of the dilatory tactics of the legislators The 
danger, however, is that smce the authority imposing the 
quota is not bound to disclose and defend its policy before 
the legislature, the much needed check on the caprices of 
the authority is removed, which does not savour well for 
democratic conditions Agam, import quotas are likely to 
escape public criticism more conveniently than customs 
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duties, because the public gets more conscious of the 
burden of customs duties than of import quotas Thus, 
quotas are more suited to economic and political expe- 
diency In commercial bargammg as well, quotas are 
more useful in securing concessions from the other coun- 
tries than customs duties, because of their greater efiectu e- 
ness in excluding the imports At the same tune, it is 
easier in the course of negotiations to increase a quota 
than to reduce a duty Above all, quotas can be used 
without infringing the letter of the obligations entered 
into under commercial treaties incorporating the Most 
Favoured Nation Clause This exclusion of the quota 
system from the ambit of the Clause has led to unlimited 
discrimination and neutrahsea considerably the efficacy 
of the Jfost Favoured Nation Clause 
France gave the lead by adopting the quota system as 
an instrument of commercial policy m 1931 The chief 
objects of the French customs quota policy were First, 
to protect the national market from ruinous importation, 
to reserve the national market to national production, and 
to redress the deRcitory trade balance, and second, to create 
a barrier against importation behind which the Govern- 
ment could proceed with the denunciation of France’s most- 
favoured-nation treaties, to secure tariff liberty, and to 
proceed with the negotiation of new treaties strictly on 
the basis of reciprocal concession^ abandoning the uncon- 
ditional Most-Favoured-Nation-Clause With these objects 
in view, France placed the import of coal on a quota basis 
in 1931 Thereafter followed a rapid succession of decrees 
restricting the importation of raw materials and foodstuffs, 
flax, wmes, woods, animals and meats, chemical fertilisers, 
fish, poultry and egg-'V /umdiare and brmws, natural 
flowers, ham and milk, chicory and chicory roots, sugar, 
bananas, and canned fish In 1932 the restrictions appeared 
on the manufactured products, which covered 1,131 items. 
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or one-seventh of the total list of products covered by the 
French tariff, upon their importation into France Since 
then the system has gradually widened its scope and in- 
creased m its rigidity The French example was followed 
by a number of advanced countries with the result that 
quotas are today the most common feature of modern com- 
mercial policy Britain, too, adopted the quota system 

(4) Exchange Control — The currency instability led to 
further developments m the technique of modern com- 
mercial policy The causes which led to the breakdown 
of the international monetary system have been noted 
Monetary depreciation, initiated to protect the national 
economic systems from the trough of depression, m effect 
added to its mtensity, and led to innovations in the tech- 
nique of commercial policy which not merely prolonged 
the depression but have endangered the very structure of 
the modern industry and commerce Faced with a pro- 
gressive and dangerous depletion of their stocks of foreign 
exchange, some countries, afraid of depreciating their cur- 
rencies, felt that the only way by which they could safe- 
guard their currency systems was to limit, and if need be 
even suspend transfers abroad on account of financial 
obligations and also to place restrictions on the purchase 
of foreign exchange required to pay for the imports Thus, 
the objects of exchange control were twofold, the protection 
of national currencies from the stram of the external 
balances of payments and safeguarding the domestic trade 
and mdustries from extraordmary price cuttmg and 
exchange dumpmg 

Foreign exchange control, therefore, became an important 
and common instrument of commercial policy Under this 
system, the Central Bank is authorised to impound the 
foreign exchange derived from export receipts Provision 
IS made whereby the receipts from exports must be depo- 
sited with the Central Bank, which has also the power to 
mobilise foreign exchange derived from other sources 
Payment for imports is thereafter possible, theoretically. 
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only by obtaining the requisite foreign exchange from the 
Central Bank, Thus, the Centra! Btnk is able to control 
the external drain upon its reserves and maintain the 
external parity o£ the national currency 

The use of exchange control has led to the system of 
double or multiple money ’ This is so because in some 
countries the Central Banks were not able to control the 
market effectively and led to the growth of ‘ block ’ markets 
in which the national currency exchanges at depreciated 
levels The mark, the peso, the pengo, or the lira, for 
example, have a qualifying prefix Tourist marks are 
quite familiar Similarly, there arc many varieties of 
currency m different countries with varying external, but 
uniform domestic purchasing power The rates of exchange 
depend upon the amount of foreign exchange available and 
the purpose for which they are required- 

clearing aod Compensation AgreemcDts,— Exchange eon* 
trol begets clearing and compensation agreements We 
have already noted the tendency of "block" markets to 
develop under the system of exchange control The dif* 
liculties created by exchange control m getting adequate 
and prompt foreign exchange to finance foreign trade 
transactions have led to agreements between state orga- 
nisations or private enterprises for barter trade transac- 
tions without the use of credit 

The clearing agreements entered into betv/cen the States 
consist of aTTangomsnls whereby a central authority 
(usually the Central Bank) m each of the contracting 
countries concerned receives payment for imports from, 
and disburses payment for exports to, the other country 
The accounts in each country are balanced in an agre^ 
proportion Thus, the primary intention with v/hich these 
agreements are entered into is to regulate the trade on a 
bilateral basis so as to decrease passive balances and to 
bring about an equality between imports and exports In 
recent years these agreements have multiplied rapidly. 
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Compensation agreements have also become more com- 
mon The difference between the clearing and compensa- 
tion agreements need not be overstated, and in practice 
the tendency has been at times for the two sj stems to 
merge into one The clearing agreements do not specify, 
as a general rule the barter of particular commodities, 
but allow the trade to be regulated, within certain limits, 
by the ordinary commercial channels ’ The limits have 
been stated m the preceding paragraph The compensation 
agreements, on the other hand, specify the quantity of the 
goods to be exchanged and the time within which the 
exchange is to take effect For instance the Turkish 
Ministry of Exchange and an Austrian Tobacco Company 
entered into an agreement in November 1932, by which 
the Company agreed to buy, up to the end of June 1933, 
Turkish tobacco to the value of 20 million French francs, 
payable m Austrian merchandise The Swedish Go\ern- 
ment made a similar arrangement with Greece to import 
tobacco to the value of $400000, 20 per cent of which sum 
was to be written off the Greek debts in Sweden the 
remaining 80 per cent being paid for in Swedish goods 
Similarly, we have the compensation agreement between 
Hungary and Czechoslovakia of December 1932, bj which 
29,000 Hungarian pigs are to be exchanged for 20 000 
wagons of Czechoslovak wood fuel, and Hungarian eggs 
and similar products to the Value ]| milhon crowns are to 
be paid for facilities accorded to Hungarian tourists in the 
Czechoslovak thermal stations 

The clearing and compensation agreements ha\e caused 
senous damage to the international trade By directing 
the flow of international trade into rigid and narrow 
bilateral channels, they have pre\ented regional specia- 
lisation and the most efficient use of national resources 
Under normal conditons, mtemational trade is polygonal 
Further, as a result of these clearing agreements the direct 
bnlanc tng^ of trade between two countries concerned is 
effected by an ever-mcreasing restriction of international 

] Mdc VoiI<l Economic Sur\«7 I«a:aS 
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trade Under such a system mtemational trade will 
continue to suffer 

(5) Subsidies and Measures Incidental thereto.--Subsi* 
dies ha;e come to play a verj important part in the 
techmque of modem commercial policy particularly since 
the depression It has already been pointed out that since 
the depression senous attempts have been made to en- 
courage domestic industries Of the different devices used 
to stimulate internal mdustrial expansion, subsidies are 
very important These subsidies or bounties consist of 
various kmds of payments or other benefits granted either 
by the State or pnvate organisations upon the production 
or exportation of specified articles, thus placing the sub- 
sidised industry or export branch in a more favourable 
position as compared with other similar national or foreign 
mdustnes or export branches Thus, the intention m 
making use of this device is to improve the competitive 
position of the favoured producer or exporter as against 
other producers 

The subsidies may be direct, in the form of outright cash 
grants to the producers or exporters, or indirect, in the 
form of remission of taxes, drawbacks of vanous sorts, etc 
The direct subsidies may be (1) governmental or (2) 
private export bounties The direct Government subsidies 
are very common To illustrate from the British Govern- 
mental practice, we find the most conspicuous case of 
Bntish beet sugar subsidy In the post-war period, the 
first important step m public assistance was taken by the 
Bntish Government in 1922, on the plea of reducmg the 
country’s dependence on overseas sugar supplies, of miti- 
gatmg agncultural unemployment, and of improving the 
soil for cereal crops. Accordingly, the excise duty on sugar 
produced from homegrown beet was abolished Ibis 
measure proved inadequate to encourage rapid expansion, 
and hence in 1325 a subsidy was granted to domestically 
produced sugar for the period up to October 1934, while 
the excise duty was reimposed at the equivalent of the 
preferential customs duty on imports from within the 
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Empire The subsidy was on a dimnishing scale, with a 
minimum price to the farmers for their beet Under the 
stimulus of this subsidy, the beet sugar industry recorded 
rapid progress, the acreage under beet cultivation rose 
from 22,400 acres in 1924 to 396,500 in 1934, and the output 
of sugar increased from 24,000 tons to 600,000 tons The 
number of factories increased from three to seventeen 
■during this period The cost of this development to the 
Exchequer has been substantial, up to February 1934 the 
total assistance, including subsidy and revenue abatement, 
totalled £39* millions This subsidy was continued until 
September 1935, and a committee was appointed to suggest 
the most suitable form of future action in relation to the 
industry, and enable thereby the Government “to frame 
a long-term policy ” The subsidy was continued for a 
further period of one year, pending the Report of the 
Committee, at a reduced rate, but involved a direct cost 
of more than £4 million 

The Majority of the Committee held that there was no 
case for the continuance of the assistance At best, the 
subsidy was haphazard, inequitable, and extravagant The 
advantages obtained were quite inadequate for the expen- 
diture involved In the event of Government decidmg 
to contmue long-term assistance, they recommended that 
the state assistance should be coupled with drastic reorga- 
nisation and control m the interest of the community The 
Minority Report, however, supported the continuance of 
state assistance for a further period, and favoured the 
method of a special levy on sugar consumption, which 
was rejected by the Majority Report as unsound 

The policy outlined by the Minority Report was rejected 
as unsound even by the British economists “ From the 
standpoint of the community as a whole,” says Mr 
Richardson,’ “ the Majority view was largely unanswerable 
and its recommendations well founded There is general 
♦.bAt thA I'lviJi'Etev bas. m prospect of. bAaom.w.g 
self-supporting and of competing with cane-sugar on anj- 
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thing like equal terms The industry is small and restricted 
to a small part of the country On economic grounds the 
charge on public funds during recent years was indefensi- 
ble, while non-economic reasons, such as safeguarding 
sugar supphes m time of war, were madequate to justify 
the costs” 

The British Government, however, set aside the recom- 
mendations of the Majority Report and contmued the 
subsidy in a modified form. The rate of subsidy will be 
periodically \’aned in accordance with changes in world 
prices of sugar, beet, etc In 1936, the cost of the subsidy 
was about £3 milhon. 

Again, the British Government granted a beef subsidy 
at the rate of over £4i million a jear to help the domestic 
producers The shipping subsidy* is another important 
instance, and other instances can be multipliefl. 

Pnv’ate export bounties have come mto prominence with 
the growth of modem industrial combinations These 
combmations make use of bounties with the intention of 
regulating competition between the different member- 
producers- Thus, the export boimties may be granted by 
the combmatioa either to the members in the form of 
cash payments on the basis of quantity of goods exported, 
or to the non-member concerns using the products of the 
combination m the form of rebates 

The subsidies may be mdirect The mdirect subsidies 
consist of the governmental measures mtroduced with the 
object of promoting the production or export of a commo- 
dity Their forms are varied. The state may grant long- 
term loans or credits to the producers or exporters at low 
rates of interest or guarantee the loans or credits contracted 
by them with the banks. The Government export credit 
insurance schemes developed and perfected during recent 
>ears are instructive m this connection* Exemptions 

1 H, Ao>eneasSiupf>u«Piilirr,£^rtncb.E.B W oril Tnd;, C3b VU 
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may be granted from customs duties on imported machi- 
nery and materials used for establishing or developing a 
national industry Similarly, the national industries may 
be granted exemption from or reduction m fiscal duties 
on goods exported by them Third, the capital invested 
in new industrial enterprises may be guaranteed Fourth, 
some industries may be given the advantage of reduced 
transport charges m respert of raw materials used by 
them and their exports Fifth, national industries may be 
granted preference as regards the supplies to Government 
departments Sixth, the state may aid in price fixing and 
stabilisation 

The fostering of production and export by subsidies, both 
direct and indirect, has become too common during the 
post-war period, with the result that the countries adversely 
affected by the imports of these subsidised goods have 
been led to adopt counter measures to protect their trade 
and industries These measures have at times been taken 
independently by the countries affected But often States 
have made mutual arrangements to exclude subsidies and 
these provisions have been incorporated m the commercial 
treaties negotiated by them 

(6) Milling and Mixing Regulations — The milling and 
mixing requirements constitute an important part of the 
technique of modern commercial policy They regulate 
imports effectively Under these regulations, certain 
industries are required by law to use specified proportions 
of domestically produced raw materials For instance, 
Germany introduced compulsory milling regulations m 
July 1929, which prescribed the proportion of German 
wheat to be consumed by the German mills at 40 per cent 
The customs duty on foreign wheat was 65 marks per ton 
In August 1931 the proportion of German wheat was 
increased to 97 per cent and the duty on foreign wheat 
was raised to 250 marks per ton The effect of these 
measures was the practical exclusion of afl imports of 
wheat and rye In December 1929, France also introduced 

] ^ide, Trade namets, i>p 3S0 B1 
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compulsory milling regulation for French wheat, the quota 
fluctuating between 70 per cent and 97 per cent ^ Italy 
introduced compulsory miUmg regulation for wheat in 
June 1931 and fixed the quota at 95 per cent Belgium 
followed suit m 1932 on moderate lines, her quota varying 
from 5 to 25 per cent 

(7) Import Licenses. — ^Uoder the licensing system 
imports of a particular commodity are not permitted 
unless licenses authorising such importation had been 
issued in advance The Government, therefore, can control 
the imports very effectively and promptly The issue of 
licenses can be discontinued at any time The undesirable 
imports can be excluded effectively without levying customs 
duties Ihe system of licenses has mvanably followed the 
introduction of the quota system France introduced the 
license system for the unportation of meat, butter, live- 
stock, cheese and sugar in 1931, which were subject to 
quotas Since 1932, Switzerland has introduced licensing 
regulations for nearly all agrarian imports The Belgian 
milling regulations of 1932 were followed by import 
licenses Czechoslovakia had an elaborate import license 
s>stem for com trade since 1926 The scope of the system 
was further extended m 1930. so as to cover the imports 
of cereals, meat and dairy products In 1931 the industrial 
goods were also subjected to import licenses Thus, the 
customs duties as an instrument for regulatmg the un- 
desirable imports, have been relegated to the background, 
because they failed to secure the full measure of protection 
required 

(8) Embargoes — Some countries, not being satisfied 
with the efficiercy of other instruments of commercial 
policy have resorted to complete embargoes This is the 
most drastic instrument of commercial policy, and hence 
m practice complete embargoes are not very frequent 
For instance, Poland, not being satisfied with very 
high agrarian tariff, quotas, and hnses, embarked 

1 ITifc, Trade Bamen. pp St “2. 
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upon a still more drastic policy in 1932 by a tem- 
porary but a total prohibition of all imports of some 
important agrarian products, such as corn, flour, hops, vege- 
tables, fats, fruits, etc* Similarly, Bulgaria raised the 
duty on imports of raw sugar to 350 per cent in 1931, and 
imposed complete prohibition on imports so long as the 
home production remamed unconsumed ^ Thus, it is clear 
that even the duty of 350 per cent could not keep out 
imports, and the embargo had to be imposed Hungary 
introduced import prohibitions m 1931 

(9) Monopolies — ^Monopolies represent another power- 
ful instrument of controlling the volume of imports Under 
these arrangements governmental agencies or specially 
designated private agencies are authorised to be the sole 
purchasers of imported commodities, although they may 
or may not be the sole domestic distributors of such com- 
modities It IS significant to note that this device for 
regulating imports has become very common since the 
depression For instance, m 1932, Czechoslovakia placed 
the whole of the grain and flour trade under the jurisdic- 
tion of a Czech importing syndicate Sweden established 
a sugar monopoly m 1931, which was designed to stimulate 
Swedish beet cultivation and sugar production Yugo- 
slavia placed the imports and exports of wheat under state 
monopoly in 1930, and in 1931 brought the total imports 
and exports of grain wilhin its purview 

(10) Sanitary and Administratnc Regulations — These 
regulations are in practice frequently operated in such a 
way as to provide an effective bar to imports In the 
commercial treaties we often find sanitary clauses, intended 
to protect the citizens from the contagion of undesirable 
articles If worked in proper Imes these regulations would 
help the growth of trade and commerce between nations 
Unfortunately, these regulations have been frequently 
used to check the imports 
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Joseph Gruntel has rightly pointed out that these pro- 
hibitions on importation (Veterinary Laws) were put in 
force in the particular penod of low prices and were 
directed rather against competing regions than against 
infested regions For instance. Section 306A of the Hawlej- 
Smoot Tariff Act prescribed an absolute sanitary embargo 
against any country as a whole when hoof and mouth 
disease or exposure to it is found to exist in any part of 
such a country As Secretary Hull pointed out, the real 
purpose of this regulation was "to establish what amount- 
ed to an embargo tariff under the guise of sanitary regu- 
lation " Similarly, the British ‘ Raw Apple Order of June, 
1930 " prohibited the importation of American apples 
between July 7th and November 15th except the two 
highest grades because of apple fruit flies discovered in 
shipment Apples from Canada were excluded from these 
regulations In 1924, New Zealand placed embargoes on 
grains, hay, livestock, plants, fruits and vegetables because 
of outbreak of hoof and mouth disease m California The 
United Kingdom followed the lead in 1931 Italy placed 
an absolute embargo on fresh fruits from the United States 
and certain other countries The World Economic Con- 
ference had therefore made the followmg recommendation 
in 1929 “International agreements which establish sani- 
tary supervision, if they provide the contracting countries 
w ith adequate guarantees, should, without infrmgmg 
sovereign rights, remove from the regulations any suspicion 
of disguised protection and should add to the stability of 
trade relations, which is one of the conditions of successful 
production” Unfortunately, this valuable suggestion was 
not adhered to by the advanced countries with the result 
that sanitary regulations restricting the flow of inter- 
national trade have mulljphed 
Similarly, administrative regulations, which ought to 
facilitate the mo\ ement of trade, are being used to obstruct 
such a flow They are being used to help the growth of 
domestic trade and industnes, to the detriment of inter- 
national trade The raising of consular import and other 
administrative fees, the increasing severity of legislation 
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requiring marks of origin,* etc , have all restncted imports 
substantially The result is that trade becomes uncertain 
and variable 

(11) Imperial Preference. — It has already been noted 
that a series of agreements were negotiated at Ottawa in 
1932 between the constituent members of the British 
Empire These agreements conceded the principle of 
mutual negotiation on tariff policy within the Empire 
Concessions were made with the object of stimulating 
inter-imperial trade, and barriers against foreign countries 
were raised Other countries, having an Empire, have 
also entered into preferential commercial agreements * 
These agreements have led to artificial diversion and res- 
triction of trade They have also created political rivalry 
between countries for extending imperial possessions As 
we shall point out later, the policy of Imperial Preference 
IS essentially short-sighted and is largely responsible for 
the present economic and political complications 

(12) Exclusive Bilateral Commercial Treaties -^ince 
the depression there has grown up a strong tendency for 
trade negotiations to take the form of bilateral, as opposed 
to multilateral, agreements The tendency towards the 
bilateralism of trade has not been confined to the restric- 
tionist group, though it has arisen from that group The 
essential basis of bilateralism is the necessity of self- 
protection in the face of shrinking trade Where supplies 
of free exchange are limited, there is a natural desire to 
economise them as far a** possible by so arranging the trade 
as to minimise the use of foreign exchange The increase 
of rigid bilateralism has, however, restricted the total 
volume of trade, as it takes place at the expense of multi- 
lateral transactions ® 
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These bilateral agreements are highly particularised m 
character and contain numerous trade arrangements such 
as customs quotas, tariff quotas, direct barter arrangements 
and the like Their duration l» short, and they have been 
constantly re\’ised The negotution of these agreements 
has been guided very largely by the attempt of each 
country to insist that every other country shall buy directly 
as much from it as it purchases from the other country 
Often they are accompanied by clearmg arrangements, 
under which the funds arismg from the sales of goods 
between the pair of contractmg countnes are deposited 
in special clearmg accounts and used only for payments 
between the two countries Such i«olation of funds can 
be insisted upon by the country that had offered a better 
market to the contracting party in the past 

Modem German commercial policy presents all phases 
of bilateral balancmg of trade to an extreme degree, both 
in form and method of employmient Germany has resorted 
to substantive bilateralism to find special markets for her 
manufactures in exchange for the raw materials and food- 
stuffs v^hich she may require from tune to tune At the 
same time, she has vigorously pushed ahead %nth her 
policy of autarky and huge armaments The whole eco- 
nomic system is directed towards economic self-sufficiency 
and political hegemony As a result of this determined 
and rigid bilateralism the former natural channels of trade 
betA\een Germany and the outside world have been con- 
siderably deSected 

In short, bilateral trade is artificial, arbitary, and against 
the larger economic interests of the community It is an 
irregular trade, moving xn an atmosphere of exclusue, 
reluctant, and half hearted concessions Special claims 
and special advantages are the bases of this trade Expe- 
diency, rather than efficiency, seems to be the acid test 
of modem commercial policy The pursuit of this policy 
may enable the states concerned to escape temporarily the 
unpalatable realities of mtemal economic problems and 
thus aid the realisation of the immediate aims of politi- 
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Clans and dictators But it would be at the cost of material 
■well-being of the people, economic stagnation must set m 

(13) Restrictions on the Most-Fa\ oured-Nation Clause — 

The M F -N Clause which was originally intended to 
prevent commercial dtscrimination, cannot very effectively 
do so at present This is obviously due to the spread of 
quantitative regulations of trade by quotas exchange 
control and import license system adverted to above 
They spell discrimination Yet the M F N Clause cannot 
regulate them This obvious anomaly is due to restricted 
interpretation of the Clause The defect js not inherent 
in the Clause Proper interpretation of the Clause would 
remove this discrimination Some of the recognised legal 
exceptions to the M F N obligations are also responsible for 
the commercial discrimination For instance, Imperial 
Preference ought not to be recognised as an exception, 
it IS dangerous It is a surprise how the system could 
sustain so long This type of exceptions tend to perpe- 
tuate the commercial discrimination which the M F N 
Clause IS intended to remove The Imperial economic 
blocks which the exceptions to the M F N Clause have 
legalised are replete with discrimination and are important 
sources of economic and political insanity characteristic of 
the modern world 

From the foregoing analysis it is obvious that the tech- 
nique of modern commercial policy is replete with discri- 
mination, the channels of world trade have been distorted 
and the flow thereof restricted The technique of modem 
commercial policy has become extremely complicated 
The economic implications of this new technique should, 
therefore, be very carefully studied and suitable remedies 
found In the following chapters attempts will be made 
to analyse the implications of some of these methods and 
suggestions offered, in the light of the study, for the future 
course to be followed 
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The conclusions of this chapter may be summarised as 
follows — 

(1) The Great War created new' economic problems 
which required a great deal of foresight and mutual 
imderstandmg between nations for right solution The 
Treaty of Versailles shows a conspicuous lack of foresight 
The terms of the Treatj further complicated the difficult 
situation 

(2) Economic pobaes pursued by the creditor countries 
durmg the post-war period failed to provide sound foun- 
dations on which the world economic svstem could be 
rebuilt Half-hearted and faulty economic policies pursued 
by the more important countries made the crash, that 
subsequentlj followed, inevitable 

(3) The trade depression and the economic and political 
uncertainty is responsible for the de\elopment of new* 
technique of commercial policy which has restricted inter- 
national trade, reduced the mcome of the people and led 
to colossal unemployment, which manufacture of arma- 
ments IS trying to conceal Material well-being has 
suffered considerably 

(4) It is imperative, therefore, that the dangerous im- 
plications of this commercial policj should be examined 
and the international economic relations improved 



CHAPTER III 


COMMERCIAL TREATIES AND TARIFF 
BARGAINING METHODS 

In the preceding two chapters we have traced the evolution 
of modern commercial policy and analysed, m brief, the 
recent developments in the technique of protectionism 
This historical analysis provides us with a background for 
the detailed study of the nature, form, contents and the 
working of modern commercial treaties In the present 
chapter we shall study in detail the bargaining methods, 
because the form of commercial treaties vanes a great deal 
with the bargaining methods employed It is essential 
to note that discrimination has played an important part 
in the evolution of modern economic policy ^ Sometimes 
the commercial treaties themselves have been used to 
obtain exclusive concessions, which has further complicated 
the nature of discrimination, instead of removing it, and 
modified the structure of commercial treaties Exclusive 
bilateral commercial treaties are an instance In fact, 
the technique of protectionism evolved since the depression 
has profoundly modified the structure of commercial 
treaties and the bargaining methods employed in nego- 
tiating them In addition to the tariffs, which have been 
raised to an unprecedented level, the bargaining methods 
have been further complicated by quotas extensive use of 
exclusive imperial preference, exchange control, clearing 
agreements, subsidies, etc The negotiation of commercial 
treaties has, under the new methods of bargaining, become 
a very difficult task, it has become more of an art In 
the following pages, therefore, we shall study the nature, 
contents, objects, and forms of commercial treaties and the 
bargaining tariffs used in negotiating them 
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The Nature of Coramertial Treaty.— A commercial treaty 
may be defined as a contract regulating the commercial 
relations between the parties* It is essentially bilateral, 
though the benefits are not alwajs reciprocal For mstance, 
the Anglo-Jcpanese Commercial Treaty of 14th October, 
1854, is non-reciprocal, for Article V provides “ In the 
ports of Japan either now open or which may hereafter 
be opened to the ships or subjects of any foreign nation, 
British ships and subjects shall be entitled to admission 
and to the enjoyment of an equality of advantages with 
those of the M F Nation, always excepting the advantages 
accrumg to the Dutch and Chinese from the existing 
relations with Japan Similarly, the Anglo-Greek Treaty 
of 19th December, 1886, provndes for the non-reciprocal 
advantages in favour of Bntam Article DC of the Treaty 
lays down “The contracting parties agree that m all 
matters relating to commerce and navigation, any privilege, 
favour, immunity whatever which either contractmg party 
has actually granted or may hereafter grant to the subjects 
or citizens of any other state shall be extended imme- 
diately and unconditionally to the subjects or citizens of 
the other contracting party, it being their mtention that 
the trade and navigation of each country shall be placed 
in all respects by the other on the footmg of the most- 
favoured-nation Instances can be multiplied Such 
non-reciprocal treaties are usually entered mto between 
parties one of which is strong and the other weak The 
Peace Treaty entered into with Germany, after the Great 
War, contams similar provisions 


The contracting parties are usually nations, two or more 
The contracts are entered into by the authorised agents 
of the States concerned It is not necessary that the con- 
tractmg parties must always be mdependent sov’ereign 
states For mstance, the Indo-British Trade Agreement, 
S'lgTied at Wiawa, was entered into between the British 

1 Dt dcflnn a mrimmial fmty aa ** an Inatnimant for a pcnod 
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Government and the Government of India India is not 
a sovereign state These agreements are entered into by 
the executive authorities of the states concerned 

Sometimes, the Legislature prescribes the scope within 
which the Executive can negotiate, and the treaties thus 
negotiated, if within the ambit, do not require subse- 
quent ratification of the legislature If they go beyond 
the limit laid down by the legislature, they are void ab 
tmtio, and the formal declaration to that effect may be 
given by the judiciary Such is the case with the United 
States of America, where the President is empowered to 
negotiate commercial treaties within the limits laid down 
by the Legislature The Act to amend the Tariff Act of 
1930 (known as the Trade Agreements Act) approved on 
June 12, 1934, authorises the President of the United States 
to enter into reciprocal agreements with foreign govern- 
ments “ for the purpose of expanding foreign markets for 
the products of the United States” But in negotiating 
such agreements the American duties on goods covered 
by the agreement “shall m no case be increased or 
decreased by more than 50 per cent ” The most important 
feature of the new Act. however is the absence of any 
requirement of Senate or Congressional approval of trade 
agreements entered into under the Act This facilitates 
the negotiation of treaties It is very difficult for a reci- 
procal trade policy to succeed where agreements are in 
every case subject to legislative ratification ^ 

In certain democratic countries there are no restrictions 
imposed upon the discretion of the Executive m according 
advantages, concessions or privileges while negotiatmg a 
commercial treaty, but the treaty, before it can be en- 
forced, must be approved by the legislature Such is the 
British practice The consent of the Parliament is not 
difficult to obtain, because the Executive represents the 
party with a majority in the legislature Again, in this 
case the Executive does not find its authority fettered 
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\^hile negotiating a treatj, nor can the nature and scope 
of the concessions be gauged beforehand This practice, 
therefore, is best suited to the British character and consti- 
tution British economic history has shoivn remarkable 
efficienc> of this device in commercial bargaining 

In a country like India the commercial treaties with 
foreign countries are negotiated largely bj the Go%em- 
ment of India m consultation with the British Board of 
Trade The Government of India maj also seek the ad\ ice 
of non official advisers, who are nominated by the Govern- 
ment and not elected by the legislature But the Gov em- 
ment of India is not bound to follow the advice tendered 
by these advisers Thus, the Government of India m con- 
sultation with the British Board of Trade may enter mto 
any commercial treaty without even consultmg the repre- 
sentatives of the Indian people, there is no statutory 
obligation to do so Even after the treatj has been formallj 
signed bj the British Minister, or his authorised agent, 
on behalf of British India, the Government of India is not 
bound to consult the Indian legislature before putting it 
mto force Naj, even if it is definitelj rejected b> the 
legislature, it may be put m force, as has been the case 
with the Trade Agreement betu een Great Bntam and India 
of March 1939 

The Contents of Modem Commercial Treaties. — Modem 
commercial treaties cover a wide range of subjects i They 
maj relate to admission of diplomatic and consular officers, 
their rights and activities, the establishment of foreign 
firms and the status of foreign travellers, legal and police 
protection to foreigners, means of commumcation and 
transportation, navigation, quarantme and harbour regu- 
lations and dues relating thereto, conditions for importa- 
tion, exportation, transit, transfer and warehousing of 
merchandise, tariff and customs laws, bounties and draw- 
backs, mtemal duties and local dues, coasting trade, and 
port to port trade with foreign cargoes, the protection of 
patents, trade marks, copyrights and other mdustrial 

1 For dcUUs S. Cuibntsoa '‘Eocvctopcdu of Sccul Sacoca," V oL tV p— . 
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property rights, etc. Apart from certam miscellaneous 
provisions, the contents of a modern commercial treaty 
may be conveniently grouped under four heads ^ (a) 
consular matters, (b) trade and foreigners, (c) transport 
questions, and (d) trade and tariff questions 

With the rapid growth in the means of communication, 
closer interdependence of nations, production for foreign 
markets, integration of industry, increased specialisation 
in production and intemaUonal divison of labour, marked 
expansion in modern commerce, the commercial intercourse 
between nations has increased considerably and has led 
to the emergence of. what is popularly known as, tariff 
treaty* In other words, the tariff and trade questions 
have increased so much m importance that they have 
become subject matters of separate treaties, quite apart 
from other subjects This is not all To-day the tariff 
questions have become so prominent that the tariff agree- 
ments have come to be known as commercial treaties In 
the present study we propose to use the term in this res- 
tricted sense, unless otherwise stated, because our primary 
concern is to study only those treaties which regulate the 
import and export of goods 

The Objects of Commercial Treaties— The next important 
question that arises is to note the objects with which com- 
mercial treaties are entered into In practice, the objects 
are varied, but the more important of them may be grouped 
together under two broad categories (1) to obtain an 
equality of trade conditions with other countries, or (2) 
obtain a preferential treatment over other states The 
first objective is essentially one of eliminating discrimi- 
nation m coramercual practice The discrimination may 
take two forms, the importmg state may discriminate 
between the different foreign importers by according to 
some of them better advantages, concessions or privileges 
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than those accorded to others, or it may treat all the 
unporters on the same footing but extend to the domestic 
producers more privileges than those accorded to foreign 
countries The protection against the first form of discri- 
mination IS provided by the inclusion of the “ most-favour- 
ed-nation treatment ” The second form of discrimmation 
IS eliminated by mcluding the “parity clause” which 
provides that the treatment given by a state to the citizens 
and goods of the state with which the treaty is made must 
not be worse than that given to its o\%ti citizens The 
guarantee thus provided by the “ parity clause ” is known 
as “ national treatment ” 

The term “ national treatment ” is not found m com- 
mercial treaties, but the pnnciple is mcorporated m involv- 
ed legal language The phrase “national treatment” is 
therefore less familiar than the “ most favoured-nation 
treatment,” though both the pledges are common m com- 
mercial treaties The national treatment, like the most- 
favoured nation treatment, may or may not be reciprocal 
It may be linuted in its scope The nature, scope and 
extent of the treatment pledged m any treaty must be 
determined m each case by the language employed ^ The 
usual form m which the pledge for reciprocal national 
treatment is provided in commeraal treaties can be seen 
from the treaty of 1815 between the United States and 
Great Bntam, which lays doivn " No higher or other 
duties or charges shall be imposed in any of the ports of 
the Umted States on British vessels than those payable in 
the same ports by vessels of the United States, nor in the 
ports of any of His Bntannick Majesty’s territories in 
Europe on the vessels of the United States than shall be 
payable m the same ports on British vessels 

The pledge of national treatment is often restricted m 
its scspe la the grcrwYng- nstcansl <xntsc!<sas- 

ness, countries have generally tried to reserve for their 
own citizens certam rights and privileges which are not 
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extended to the aliens For example, the United States 
has reserved the coasting trade exclusively for vessels of 
its own citizens Therefore, when the American commer- 
cial treaties contain the pledge of national treatment in 
sufficiently broad terms, there is invariably an express 
provision excepting the coastal shipping For mstance, 
the Convention ot Commerce and Navigation of 1852 
between the United States and the Netherlands provides 
that neither party shall impose upon the vessels of the 
other, from whatever place arriving any duties or port 
charges of any kind or discrimination which shall not be 
imposed m the like cases on the national vessels Thus, 
the terms of the general guarantee are sufficiently wide 
The Convention, therefore, provides for an express excep- 
tion to the effect that “TTie present arrangement does 
not extend to the coasting trade and fisheries of the two 
countries respectively, which are exclusively allowed to 
national vessels In short, the guarantee of 

national treatment is often subject to exceptions, which 
means discrimination between the domestic and foreign 
producers But it should be noted that the guarantee of 
national treatment is more valuable than that of the most- 
favoured-nation treatment, for the latter provides protec- 
tion only against discrimination between foreign importers 
inter se In other words, the M F N treatment provides 
that all foreigners shall be treated alike The national 
treatment guarantees that the nationals and the aliens 
shall be treated alike In India national treatment is 
accorded to British trade 

The Form of Commercial Treaties. — According to Dr T E 
Gregory the tariff treaties can assume the following forms - 

(1) Most favoured nation treatment only 

(2) (a) Grant of part of the minimum tariff only 

(b) Grant of whole of the minimum tariff only 

(c) Grant of whole of the minimum tariff and 

conventionalisation ol 
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tracting state has no claim In short, such a treaty leaves 
unrestricted scope for tanfF discrimination and provides 
no assurance for the stability of tariffs 

Where a commercial treaty grants the whole of the 
minimum tariff, without the most-favoured-nation pledge, 
the situation is not materially different from that m the 
preceding case, except that the contracting state can claim 
the future autonomous tariff reductions in the entire 
minimum tariff Tariff discrimination remains and is 
encouraged There is just a slight improvement in the 
situation 

Sometimes a commercial treaty may accord the whole 
of the minimum tariff, without the most*favoured-nation 
pledge, and in addition contain a stipulation binding the 
grantor state not to increase the rates as laid down m the 
treaty for a specified period In this case the grantee 
state enjoys better advantages than in the preceding two 
cases The stability of tariffs is secured for the period 
agreed to But here, too, there is a scope for discrimina- 
tion, for, due to the absence of the most-favoured-nation 
pledge, there is no obligation to extend to the grantee 
state the further reductions m rates that may be accorded 
in future to other states 

A country may sometimes grant, as a result of diplo- 
matic bargaining some special concessions m the general 
tariff by way of convention in a commercial treaty, with- 
out the most favoured-nation treatment Here, the con- 
cessions are accorded for a definite period specified m the 
treaty The grantee can neither claim the concessions 
accorded to other countries, at the date of the treaty, in 
respect of the articles not specified therein, nor any of 
the future reductions that may be made even on the articles 
included m the treaty The scope for discrimination, 
therefore, remains, though tariff stability is achieved 

It IS also possible that a country may accord, as a result 
of commercial bargaining, special concessions to the con- 
tracting state and at the same time grant all other con- 
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ventionaliscd rates as well, without the most-favoured- 
nation treatment Such a commercial treaty extends the 
conventional tariff in full to the other contracting party, 
for a definite period But due to the absence of the 
M F N Clause m the treaty, the contracting party can- 
not claim as a matter of right the concessions that may 
be granted at a future date to third states Discrimination, 
therefore, remains 

The other, and more important forms of commercial 
treaties are where the Most-Favoured-Nation Clause is 
combined with the tariff concessions The possible forms 
of the M F N Clause arc eight ^ (1) conditional, reci- 
procal and limited, (2) conditional, reciprocal and unlimited, 
(3) conditional, non-reciprocal and limited, (4) conditional, 
non-reciprocal, and unlimited, (5) unconditioanl, recipro- 
cal and limited, (6) unconditional non-rcciprocal, and 
limited, (7) unconditional, reciprocal and unlimited, (8) 
unconditional non-rcciprocal and unlimited The M F N 
Clause has played an important part in the development 
of modem commercial policy and has moulded the form 
of commercial bargaining considerably We shall study 
in detail in subsequent pages the cfTiciency of the different 
bargainmg methods when the most-favoured-nation pledge 
is coupled with tariff concessions For the present it is 
sufficient to note that the forms of commercial treaties 
differ according to the form of the M F N pledge and 
the tariff concessions accorded 


Tariffs : Their Purpose —We shall now proceed to analyse 
the tariff systems and their place in modem commercial 
policy Tariffs, notwithstanding the new developments m 
the technique of commercial policy since the depression, 
continue to play an important part in determining the flow 
of international trade * They form an important instru- 
menf of commerciai bargaining’ Therefore, an analysis of 
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the tariff systems is invaluable for a proper study of the 
technique of modern commercial policy 

Tariffs for Revenue — (1) Sometimes the tariff duties are 
imposed on the goods imported from abroad with the object 
of securing revenue Here foreign trade is used as a 
source of taxation Since the pnmary purpose is to secure 
revenue to meet public expenditure the tariffs are so 
framed as not to check the flow of international trade, due 
account is taken both of the nature of demand and the 
conditions of supply If the tax is imposed on imports 
which are also produced by domestic industries, they are 
invariably supplemented by a similar tax on domestic 
production in form of an excise duty, to equalise the con- 
ditions of competition and secure adequate revenue 
Revenue duties play a very important part m modern 
public finance The amount of import duty varies accord- 
ing to the nature of the commodity and m proportion either 
to its value (ad valorem duties) or to weight or quality 
(specific duties) The ad valorem duty is based essentially 
upon the value of the article imported, it is a fixed per- 
centage of the value per physical unit The specific duty 
IS a fixed sum of money charged upon each unit of quan- 
tity imported The question of valuation in this case does 
not arise 

The Specific Duties — In practice, one finds the specific 
duties more common, they have largely displaced the 
ad valorem duties The specific duties are more con\ enient 
to administer This is so because the physical and chemi- 
cal properties of a commodity can be more easily deter- 
mined than Its value,’ though with the recent tendency 
towards increased specialisation of tariffs the difficulties 
have increased considerably* But against these adminis- 
trative advantages m favour of specific duties must be set 
certain disadvantages incidental to such a practice The 
specific duties are generally regressive in their incidence, 
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because the incidence of the tax on cheaper commodities 
becomes more heavy This is apt to rouse public criticism 
We may, therefore, consider the incidence of the duty with 
the purpose for which it is levied If the specific duty is 
imposed for revenue purposes it violates the well known 
maxim that taxation should be based upon the abihty to 
pay and ought to be opposed Where, however, it is levied 
for protective purpose, the criticism loses much of its force 
The ad tclorem duties, on the contrary if properly deter- 
mined are more equitable smce the duty can be adjusted 
to the value of of the commodity It may be noted that 
tariff specialisation can partly remove the regressive 
character of the specific duties But this measure will not 
go far enough Poor people will have to bear the brunt 
Further, the mcidence of the specific duties vanes mversely 
with the price level, which is imdesirable In certain 
cases the specific duties are not applicable at all This is 
the case with the articles whose value does not depend 
upon physical attributes, eg paintings 

The Ad Valorem Duties— The greatest defect of the 
ad talarem duties is that it is difficult to determine pre- 
cisely the value of the articles to be taxed There are 
different kinds of prices We have the fob price, the 
cif price, the invoice price the price specially declared 
by the importer, the market price of the articles at the 
time when the contract of sale is executed the price of 
the goods at the time of crossing the frontier ^Vhlch one 
of these pnces should be the basis of taxation ’ To avoid 
mconvenience, the values are officially fixed But it may 
be noted that a reliable valuation of the articles is both 
difficult and costly 

2 The Protectionist Tariff — ^The tariff duties may be 
levied with the object of protecting national industries The 
evolution of modem tariff policy brings to relief the fact 
that the road to internationalism lies through healthy 
nationalism, 1 and therefore for a smooth working of the 
international economic mechamsm it is essential that the 

1 tbe of CDnnMn'ial policy m tbc fint cbAptcr 



MODERN COMMERCIAL POLICY 


lOt 


claims for reasonable national economic development 
should be recognised and respected The classical econo- 
mists did not fully appreciate the value of this national 
sentiment and underestimated its potential strength 
Ricardo asserted that under a system of perfectly free 
commerce, each country naturally devotes its capital and 
labour to such employments as are most beneficial to each 
But, Fredrick List rightly denied that this sweeping infe- 
rence was warranted by the reasoning upon which it was 
founded Of course, the classical analysis clearly showed 
that the direct and immediate effect of unimpeded foreign 
trade was to increase the national dividend But, the 
direct and immediate effects are not the sole effects The 
object should be to bring out a most efficient and effective 
utilisation of national resources “ The power of producing 
wealth IS infinitely more important than the wealth itself 
Consequently, “ the nation must sacrifice and give up a 
measure of material prosperity in order to gain culture, skill, 
and power of united production, it must sacrifice some pre- 
sent advantage in order to ensure to itself future ones 
It IS true that protective duties at first increase the price 
of manufactured goods, but it is just as true, and more- 
over acknowledged by the prevailing economical school, 
that in the course of time, by the nation being enabled 
to build up a completely developed manufacturing power 
of its own, those good*; are produced more cheaply at home 
than the price at which they can be imported from foreign 
parts Thus, a reasonable and sagacious protectionist 
policy, though immediately it imposes a burden upon the 
consumers, provides in the long run considerable material 
and non-matenal advantages, the sacrifice is essentially 
temporary The ultimate gam is apt to be more than the 
immediate loss ^ 

A country requires an industry not only as a means of 
directly satisfying its needs, but also as a machine which 
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creates buying capacity to be utilised m purchasing foreign 
goods and services The ability to satisfy international 
buying capacity is an important consideration in assessing 
the national importance of an industry and its claim for 
protection The advantages derived from international 
exchange depend upon the efficiency of domestic produc- 
tion and the price paid for the goods imported from foreign 
countries M Manoilesco nghtly argues that what imports 
cost to a country is the function of two variables, the 
quantity and cost of her own commodities she gives in 
exchange for them If a country produces two different 
kinds of goods with two different degrees of productivity, 
it IS profitable to concentrate the application of labour 
and capital in the production of those commodities alone 
which have larger productivity The comparative supe- 
tiotity of each of the two kinds of goods in the foreign 
country is of no importance Goods with a large com- 
parative advantage in relation to the foreign country 
should not be produced but the goods which under the 
conditions of home production have a greater absolute 
productivity should be produced It is upon the most 
absolute productive activities that national effort should 
be concerned ^ In short a reasonable protectionist policy 
can help a great deal m improving the technique of pro- 
duction in backward countries 

3 Tariff Duties arc also used for Bargaining Purposes — > 
During recent years the use of tariffs for bargaining pur- 
pose has increased It is essential to note however, that 
the use of tariffs for commercial bargaming may involve 
a departure from the prmciple of equality of treatment 
The form of tariff varies with the object in v lew Multiple 
column tariffs are used to extend tariff concessions to 
imports from different countries m accordance with the 
amount of favourable treatment received from those coun- 
tries Conventional rates are specified rates agreed to 
between the countries in their special bilateral treaties 
These rates may be either exclusive according to the terms 

1 Vid« M Manoilnco t "The Tfacory of rtotectlon tnd iDtcmadonal Tndc ” p 89 
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of commercial treaty or they may be generalised under 
most favoured nation treatment Penality tariffs are used 
only m case of reprisal Seasonal tariffs are used to accord 
more favourable treatment to goods imported during a 
particular season They are used primarily to permit the 
import of agricultural products during the season when 
domestic supplies run short Tariff quotas are used to 
permit a limited quantity of an imported article at a lower 
tariff Tariff quotas become an effective bargaining instru 
ment when the quantity of imports permitted is small 
relative to the domestic consumption but large relative to 
the export of the favoured country 

4 Tariffs are used for According Exclusive Preferential 
Treatment to the Products of Certain Countries— This is 
true of Imperial Economic Blocks Customs Unions Regional 
Groups based on ethnic historical or geographical ties All 
these tariff preferences are regarded legitimate exceptions 
to the most favoured nation treatment 

5 Some countries have made use of tariffs for bruigmg 
passive balance of trade into equilibrium In this case 
multiple column tariff is used and higher rates are imposed 
on goods imported from countries with which there is an 
adverse balance of trade This device is used to effect 
bilateral balancing of trade 

The Tariff Systems — ^The tariff systems can be conve 
niently grouped into three broad types (1) Single line 
Tariff (2) Double line Tariff and (3) Triple line Tariff 

The Single line Tariff — This form of tariff is the simplest 
and generally autonomously determined It consists of a 
single schedule of duties applicable to all imports irres 
pective of the countrj of origin Thus the possibility of 
discrimination is entirely eliminated under this system 
As an instrument of bargammg therefore it is very weak 
Countries with single line tariffs have very little to offer 
by way of concession in negotiating commercial treaties 
It IS extremely inelastic and cannot promptly be adjusted 
to suit the needs of indigenous trade and industries 
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This form of tariff is more useful to a country which finds 
it profitable to pursue a non-bar^aming commercial policy 
Here tarifi is not used as an instrument of bargammg and 
making concessions The country adopting this form of 
tariff may either refuse to negotiate ab initio, or generalise 
the concessions agreed to as a result of negotiation, with 
the result that the new rate is substituted for the old one 
and the tariff remams smgle-lme The duties are fixed 
w’lth a view solely to securing national requirements, and 
no matter what their height and subsequent changes, the 
other contracting party receives a guarantee that it will 
not be subjected to any disadvantage or discrimmation 

The Double-line Tariff. — ^This form of tariff contains two 
schedules, based on the principle of charging two rates on 
some or all articles Both the rates may be fixed by the 
State at the very start, or only one rate may be so fixed 
and the other rate may result from the negotiation of 
commercial treaties These second rates may not affect 
all the articles The general presumption is that the 
country which adopts this form of tariff has important 
commercial relations and believes m a policy of commer- 
cial bargaining With its growing home mdustnes and 
trade it feels the necessity of establishing new commer- 
cial contacts and cementing the old ones by negotiating 
commercial treaties and offering tariff concessions There 
are tw’-o mam types of this tariff 

(1) The General and Con\entional. — It should be noted 
that the general and conventional tariff, properly so-called, 
is quite distmct from the smgle-lme tariff having conven- 
tional elements m it, for the conventional duties arrived 
at by negotiation may be generalised by the M F. N 
Clause and substituted m place of the general rates Tne 
result IS that the single schedule which such a system 
would contain embodies both the autonomous and con- 
ventional elements. With the success of the policy of 
commercial treaties the conventional element of the tariff 
increases. Thus, such a tariff is no longer a bilateral or 
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a double-line tariff It is essentially a single-line tariff 
with a conventional element m it 

The general and conventional tariff must be bilateral, 
having two schedules, one fixed by the legislature and 
the other resulting from the concessions obtained from 
foreign countries through commercial treaties on the basis 
of reciprocity In this case, therefore the tariff as it leaves 
the hands of the legislator is an autonomous, a single-hne 
tariff, and complete freedom is accorded to those in charge 
of negotiating commercial treaties and making concessions 
Thus, the autonomous tariff, with its general rates appli- 
cable to all countries, forms the basis of negotiation and 
treaties are entered into with individual foreign countries 
and concessions in the general rate accorded The aim of 
a country pursuing such a policy is to negotiate commer- 
cial treaties with almost all important countries The 
concession rates, contained in the different treaties, con- 
stitute the conventional tariff These rates may be 
extended to other countries by the operation of M F N 
Clause m the commercial treaties ^ In this connection it 
is essential to note that the general tariff, autonomously 
determined, continues to apply to the goods imported from 
the countries with which treaties have been negotiated 
to those articles on which concessions have not been 
offered Thus, we have two schedules, one the general 
and the other conveationa) The mast vsiusbJe resuii of 
such arrangements is the relative stability of tariff duties,* 
it helps the growth of industry and commerce The con- 
solidation of tariff duties m commercial treaties imparts 
much needed confidence to the business community and 
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enables them to plan ahead their schemes of industrial 
development 

This form of tariff origmated m Germany in 1891 as 
an important instrument of commercial bargaining Till 
that time CeTmany followed the tariff policy outlined by 
Bismarck in 1879, which was based on the single-lme 
autonomous tariff The period between 1879 and 1891 was 
of immense importance to Germany because it was during 
this interval that German industries, protected under a 
strong tariff wall against foreign competition, could con- 
solidate and strengthen their position It was an era of 
remarkable German industrial development,* which en- 
abled Germany to become one of the foremost industrial 
nations of the world No wonder, therefore, that as a 
result of this expansion, the German industries sought an 
entry into foreign markets But, by now the other Euro- 
pean countries had also adopted the protectionist policy 
with a view to fostenng their own industries Germany, 
therefore, had to resort to tariff bargaining as the only 
effective instrument for reducing the tariff barriers in 
forei^ countries against her goods She started these 
commercial negotiations with other countries, having 
the smgle-lme autonomous tariff of 1879 as the general 
tariff, and conceded tariff concessions on the basis of strict 
reciprority to the countries offering suitable reductions m 
their tariffs The new rates agreed to in the commercial 
treaties constituted the “ unconventional ” schedule The 
treaties thus concluded were renewed in 1903, to remam 
m force till 1917 Under this policy the German goods 
could capture markets they would otherwise have found 
\ery difficult to do Similar tariff bargaming policy was 
followed by Italy, Austria, Switzerland, Spam, Russia, etc 
In short, it would not be an exaggeration to say that the 
“ general and conventional ” prmciple dominated the tariff 
policy of Europe before the outbreak of the Great War. 

1 -Wliast the burdrnof t«x3(KmoDliDtraTtxubraTily felt br themassnof thepMpl« 
«Dd by many indmirW the pmtretioa mEbeded by Uie UnITj faae encourafrd the eteady 
fTC*th of maoufectum vhich befirc were in their infancy, and the introduction of 
many «bKh Here then nnkaonn lide lli«eu»OB. p. 11 
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From the foregoing brief review it will be seen that 
the great merit of this form of tariff is that it tends to 
promote tariff stability Through the commercial treaties, 
and the mutual tariff concessions agreed to therein, the 
conientional rates are substituted in place of the general 
rates and they are definitely fixed for fairly long periods, 
usually ten or twelve years ’ Under the extensive net- 
work of commercial treaties containing the M F N Clause 
the system assures the countries concerned that there will 
be no general tariff upheaval during the period of the 
life of the treaties Further, it becomes more convenient 
to improve the structure of industries and plan for future 
expansion 

The general and conventional tariff system, however, has 
its defects It requires a protracted bargaining process 
before the final concessions can be mutually agreed upon 
In the meantime, the general tariff, usually higher than 
that warranted by the domestic economic requirements, 
IS enforced which penalises both the domestic consumers 
and the foreign producers In this process of hard bar- 
gaining even a slight hitch may break the negotiations 
and make the general tariff permanent Further, it is 
necessary that before the existing commercial treaties 
expire, the new treaties must finally be agreed upon lest 
it should lead to sudden and violent tariff changes 

It IS interesting to note that where the treaty making 
power IS in the hands of the Executive, the general and 
conventional tariff system tends to dimmish the relative 
importance of the legislative authority and tariff nego- 
tiation and administration fall mainly into the hands of 
officials This was one of the reasons which induced the 
United States to abandon her single-lme tariff m 1909 and 
adopt the “ maximum and minimum ” system 

(2) The “ Maximum and Minimum ’’ Tariff — This is 
the other form which a double-line tariff may take This 
form of tariff contains two sets of rates, both being auto- 
nomously determined The country adopting this practice 
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feels the necessity of makmg tariff concessions, and jet 
does not find it desirable to give to those entrusted with 
the task of negotiation a perfectly free hand, as is the case 
under the general and conventional system Therefore, 
the legislatiure fixes both the sets of rates, and the nego- 
tiators can never offer concessions greater than those pro- 
vnded m the minimum schedule No doubt, even m this 
case the diplomats offer the minimum rates to other 
countries stnctly on the basis of reciprocity, but the 
discretion of the Executive is considerably circumscribed 

The maximum and minimum tariff takes two forms in 
practice In the first form two sets of rates are fixed by 
the legislature and incorporated m two schedules The 
schedule containing higher rates is to be used for bargain- 
ing purposes, whereas the lower schedule represents the 
mimmum economic requirements of the enactmg country 
from which no concessions can be ordinarily obtamed 
The minimum schedule shows the definite and fixed lowest 
limit to which concessions can be accorded by the execu- 
tive at any time Beyond that the executive has no 
authority, it must ask for it from the legislature. In 
such a case, therefore, the executive may accord the mmi- 
mum tariff m whole or m the part to the foreign country 
With which a commercial treaty has been negotiated 
But, it should be noted that full mmimum rates have to 
be conceded to the contractmg party The executive either 
accords the minimum rates, or refuses concession m toto, 
there is no mtermediate stage Thus, the nature and 
scope of the concessions, which a country adoptmg this 
form of tariffs can accord, are known to the other contrac- 
ting partj In the pre-war period, France was the leadmg 
exponent of this type of bargammg tariff She conceded 
to the other contracting par^ in her commercial treaties 
some, or all, of the mimmum tariff rates The concessions 
were generalised through the M F N Clause of her com- 
mercial treaties, wnth the result that the French mmimum 
tariff was extended to almost all important countries* 

I For tuQrr dcUili >«« Cbaptn 1 
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maximum and minimum rates, and the preferential rates 
intermediate between these two rates, are applicable 
to the goods of the mother countrj' or the colonies 
These preferential rates are the result of the policy 
of imperial preference, an attempt to grant excep- 
tional treatment to a particular source of supply 
The mtermediate rates are employed as an instrument of 
negotiation for securing preferable tariff treatment to home 
products m foreign countries, and these rates may be 
extended to any foreign country on the basis of commer- 
cial reciprocity It may be noted that v^hen the mter- 
mediate rate arises out of the maYimuTn and minimum 
tariff sjstem, it may be based on the existing mmimum, 
and m that e\ent it will usual!} be lower than the mmi- 
raum, or, it may be based on the existmg maxunum, when 
it will usually be mtermediate between the other two 
rates. Similarly, where the mtermediate rate grows out 
of the general and conventional tariff system, it may be 
ba«ed either on the general or the conventional rate 

Relative Utility of the Tariff Systems.— From the stard- 
pomt of the domestic industry and commerce the autono- 
mous tariff, whether of the smgle or double-line type, is 
preferable to any other, because the legislature has full 
freedom to provide for the necessary tariff security Due 
to the absence of conventionally bound rates, tariff duties 
can be promptly adjusted to suit the national economic 
reqmrements. No wonder, therefore, that under the auto- 
nomous system the tariff changes are usuall} gradual, 
which secures tariff stability Under the conventional 
system, on the other band, based on a net work of com- 
mercial treaties, the tariff changes are rather violent, as 
the termination of treaties forces a revision of the entire 
tariff system. Besides, to effect suitable alterations in 
tariff rates^ based on a convenlmoal system, a large num.- 
ber of commercial treaties have to be negotiated anew 
The process of negotiatmg commercial treaties is extremely 
complicated, difficult and spread over time A number of 
vested mterests grow up during the tenure of the treaties 
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With the result that the reconciliation of their claims 
becomes an unenviable task Commercial negotiations are 
as a rule protracted This interval, usually long is 
marked by uncertainty which paralyses trade and industries 
For the tnple-lme tariff it may be said that the element 
of imperial preference causes considerable international 
friction and is the root cause of the policy of autatkj in 
vogue since the inception of the depression Besides it 
increases the difficulties of those in charge of negotiating 
commercial treaties the adjustment of conflicting interests 
becomes a very delicate and difficult task To this must 
be added the administrative difficulties 
Purpose of Bargaining Sjsfcms — 

Equality of Treatment — Having reviewed m broad out- 
line the more important tariff systems we may now 
examine the objectives of commercial bargaining The 
objectives are determined by the economic conditions of 
the country resorting to it particularly the stage of its 
industrial development The equality of treatment is one 
of the most important objectives ol tariff bargaining or 
negotiation of commercial treaties Every country desires 
that its exports m foreign markets shall not be subjected 
to an unfair treatment «o as to impair its competitive 
capacity as against other foreign competitors In other 
words the primary need of every country is to secure the 
advantages in export markets equal to those accorded to 
other competitors This purpose is achieved by utilising 
the tariff as a retaliatory or penalty measure to remove 
or to forestall discrimination 
Commercial Equality in the Negative Form — This equa- 
lity of treatment assumes a negative form under which 
the contracting parties undertake that in no case should 
the ‘ products of one contracting party be subject when 
imported into the territory of the other to a less favour- 
ble treatment than that granted to the like or similar com 
modities of any third party ’ This attitude was adopted 
by those countries which wanted to keep their tariff 
autonomy unimpaired Under this system the height of 
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tariffs IS regarded as purely a domestic affair of the country 
imposing them, to be determmed by the requirements of 
mtemal trade and industnes, with which foreign coun- 
tries having treaty relations have no right to mterfere 
Besides, there is no assurance in the commercial treaties 
thus entered into as regards the contmuity of particular 
tariff levels, which leads to tariff instability This is so 
because the contractmg parties, while providing for com- 
mercial equalitj’ retain full liberty of changing their tariffs 
as and when they deem it necessary to siut the national 
requirements The country adoptmg such an autonomous 
tariff, can bj merelj assuring commercial equality to the 
contractmg parties, avail itself m full of the advantages 
accorded by other countries, and at the same time keep its 
own tariff entirely mdependent of any treaty obligations 
As an instrument of commercial bargaining the auto- 
nomous tariff, which assures commeraal equality m this 
negative form, is very effective m so far as it enables the 
country resortmg to it to sit on the fence and reap the 
benefits accorded by other countries In the history of 
commercial policy cases are found where a coimtry with 
an autonomous tariff, prohibitivre m its height, has suc- 
ceeded m gettmg from the other countnes entermg mto 
treaty relationships liberal tariff treatment m return for 
prohibitive treatment This is so because the single-lme 
tariff provides a guarantee against discrinunation It is 
evndent, therefore, that the single-line autonomous tariff, 
prohibitive m effect, may be used as an effective mstru- 
ment for sharing the advantages accorded by the bargam- 
ing countries as a result of long hagglmg, merely because 
such a system affords adequate protection against dis- 
crimination 

The negative assurance provided by the autonomous 
tariff, though useful m commercial bargaining, has its 
most obvious limitations In addition to the tariff insta- 
bilitj, such a form of commercial bargammg creates 
mtemational animosity and suspicion against the country 
adoptmg it, though foreign countries may continue to ac- 
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cord favourable treatment in r**tum for commercial equality 
Therefore as a long term instrument of tariff bargaining 
this system is defective But as a temporary expedient, 
to assist the growth of rising domestic industries it is 
invaluable and very effective A protectionist country 
may profitably use this method of tariff bargaining 
Equality of Treatment in the Positive Form — In view 
of Its obvious defects the negative formula of commercial 
equality has been replaced by the positive guarantee both 
as regards the faiours granted in the past as well as those 
to be granted in the future This is popularly knov n as 
the unconditional and unrestricted M F N Clause The 
stipulation provides that any favour or privilege which 
may hereafter be granted either in virtue of autonomous 
measures or in virtue of commercial conventions to the 
commodities of any third state whatever shall be extended 
to the like or similar commodities of the other contracting 
party It is essential to remember that the guarantee of 
M F N treatment has been one of the primary objectives 
of commercial treaties and tariff bargaining Under such 
commercial treaties the contracting parties can claim as 
a matter of right any privilege that may be granted to 
a third party This form of commercial treaties is more 
useful because it not only protects the contracting parties 
from discnmination but also provides for further improve- 
ment of commercial relations in future This prospect of 
future improvement lies in the M F N Clause contained 
in the treaties favours privileges and concessions granted 
to third parties have to be extended immediately and 
without compensation to the contracting party 

In practice it has been found that the commercial 
treaties containing the M F N Clause provide only de jure 
reciprocity v;hich has sometimes failed to guarantee de 
jacto equitable treatment For mstance the United States 
since 1922 though including the M F N Clause in her 
commercial treaties has scrupulously kept the height of 
her tariff independent of any treaty obligations She 
ensures to all countries equal rights and demands com- 
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mercial equality in return There is no discrimination, 
but all are treated equally badly The greatest defect 
of the de jure reciprocity* is that a country can follow 
almost prohibitive tarifi policy so as to exclude the foreign 
commoities from her market and at the same time claim 
as a matter of right all privileges, immunities or con- 
cessions granted by other countries, which would facilitate 
the entry of her goods into foreign markets That the 
M F N Clause should not obstruct reasonable protection 
IS admitted But if it is so interpreted as to permit pro- 
hibitive tariff levels and tend to perpetuate them, inter- 
national economic development would be seriously en- 
dangered Such an mterpretation of the M F N Clause 
tends to neutralise the utihty of the equality of treatment 
This defect is not, however, inherent in the M F N Clause, 
but IS due to the faulty interpretation put upon it by the 
parties interested in driving a hard bargain, m keeping 
purely with the letter, rather than the spirit, of the Clause. 
Notwithstandmg the aforesaid defect, m practice, of this 
form of commercial bargaimng, the de jure reciprocity 
plays an important part m ireaty>malang 

Bargaining: Tariffs to Stimufafe Exports,-^Another im- 
portant objective of bargaimng tariffs is to use import duties 
for stimulating exports The tariff schedules are so con- 
structed that through the process of bargaining, concessions 
may be exchanged for concessions This is so because some 
countries have felt that the de facto reciprocity is more 
suited to their requirements than the de jure reciprocity. 
To achieve this de facto reciprocity the tariff s>’stems, des- 
cribed above, have been variously used to extract the 
maximum gam out of the bargain. The conditional M F. N. 
Clause has been used in commercial treaties to obtain de 
facto reciprocity Under this system of bargaimng each 
contractmg party undertakes to extend unconditionally to 
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the other the privilege immunity or favour it may subse* 
quently accord unconditionally to any third state, but 
those privileges which have been granted on specific con- 
ditions can he claimed only on the fulfilment of those 
conditions In practice, however, it is difficult to deter- 
mine an identical or even an equivalent concession There- 
fore the tariff bargaining and the negotiation of commer- 
cial treaties under such a system presents very irksome 
problems and leads to waste of time and energy Besides, 
it leads to discrimination and increase m trade barriers 
This form of tariff bargaining, therefore, had a limited 
success, it failed to achieve the objective aimed' at 

Attempts have been made to secure de facto reciprocity 
with an autonomous tariff, subject to conventional reduc- 
tion of duties, through commercial treaties, on articles of 
special importance to the export trade of either of the 
contracting parties, containing the M F N Clause Under 
this system the autonomous tariff is gradually replaced 
by a conventional tariff, built up with concessions succes- 
sively granted to countries with which treaties have been 
concluded This system however, has certain defects In 
the first place, it leads to tariff specialisation which causes 
discrimination It violates the spirit of the M F N Clause 
by discriminating against similar products of other coun- 
tries In other words, under this form of the tariff the 
generalisation of concessions through the M F N Clause 
IS shorn or its significance Further, it leads to padding 
of tariff rates to provide greater scope for commercial 
bargaining These padded rates are often enforced before 
starting negotiations, with the result that pending the 
negotiation of commercial treaties the prohibitive tariff 
distorts the channels of trade, and at times causes irre- 
parable damage to commercial relations It leads to tariff 
wars In the pre-war period this defect was partly made 
up by the relatively long tenure of the treaties To-day 
this system leads to more frequent and violent upheavals 
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m tariff pohcj* and obstructs the flow of international 
trade. 

Sometimes the Double-Line Tariff with the M F. N. 
Clause has been used to secure tariff reciprocitj and at 
the same time maintain tanft autonomy Here we havu 
a moderate minimum tariff, determined strictly by the 
minimum requirements of domestic industries, which 
cannot be reduced The general tariff, applicable to non- 
treaty countries, is essentially a fighting tariff The dif- 
ference between the two schedules is considerable, which 
IS to be used for effecting cquixalence between the 
advantages acquired and accorded This system, however, 
IS weak as a bargaining instrument and leads to tariff 
instability because minimum tariff is coupled with the 
M F. N. Clause 

The Triple-Line Tariff system is used to make up for 
the shortcomings of the double-line tariff The rigidity of the 
minimum tariff, w'hich impairs its bargaining cfTicicncy, is 
made up under this system which provides for the third 
schedule contammg the conventional reductions of the 
minimum tariff The defect of tariff instability is also 
removed, smee the conventional rates can be consolidated 
through commercial treaties The maximum schedule 
under this system becomes a fighting schedule. Thus, the 
triple-hne tariff secures adequate protection to the domestic 
industry, preser%'es tanff autonomy in this respect, extends 
the M. F. N treatment to other countries through com- 
mercial treaties, and, by effecting consolidation of tariff 
concessions, arfiieves tariff stability But in its working 
the triple-lme tariff system complicates the technique of 
commercial policy and adds to the difficulties of treaty 
negotiation. 

Conclusions. — ^From the foregomg analysis of bargaming 
tariffs and the objectives they have been used to attain, 
it wall be seen that when the measures were inspired by 
a liberal objective of obtammg concessions for mutual 
advantage they have had a marked success; but, where 



122 MODERN COMMERCIAL POLICY 

tariff bargaining, with periodical revision and pad- 
ding, was used merely to get an upper hand over the other 
contracting party it failed to achieve its proper ob]ective 
and created chaos in commercial relations 

The tariff bargaining conducted under the atmosphere 
of suspicion and distrust, with the intention of squeezing 
concessions from foreign countries, has been a failure It 
has rarely been successful m forcing another country to 
reduce its working tariff Both the parties to a treaty 
before starting commercial negotiations raise their tariffs 
to levels higher than those ivarranted by their reasonable 
economic requirements, to secure sufficient margin for 
bargaining, and the result is that often the rates agreed 
to in the treaty, as it emerges from the negotiations, are 
higher than those m force before the padding commenced 
The net result of tariff bargaining, conducted under an en- 
vironment of mutual suspicion, is often an inci-ease in tariff 
duties It IS a poor device for stimulating international 
trade The improvement of trade, if it is to be lasting, 
must be mutual and be backed by a genuine and sincere 
desire on the part of both the contracting parties to remove 
their difficulties by perfect understanding, the analysis 
of the situation should be frank and unreserved It is 
well-known that no country can expect to increase its 
exports by means of a commercial treaty unless the other 
party is willing to increase its imports 

To stimulate the growth of foreign trade, narrow com- 
mercial reciprocity ^ould be given up As adverted to 
above, it makes the process of tariff bargaining compli- 
cated, irksome and w’astefu! It breeds discrimination 
The proper objective should, therefore, be equality of 
treatment m keeping with the legitimate national econo- 
mic requirements The unconditional M P N Clause 
should form an integral part of commercial policy* 
and be granted with sufficient discrimination so as to 
compel the recalcitrant countries to give up their dtscri- 
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mmatory practices Further the taniT classjJication shouJd 
be simplified and the tendencj towards increased specia 
Illation checked At the same time the tendencj towards 
multiple tanS system should be defimtely discouraged 

Let us now bne£l\ summarise the conclusions 

(1) Tari5 bargaining if conducted with a liberal out 
look and mutual understanding can substantially help to 
reduce the barriers on world trade Full and frank dis 
cussion \nll remoie misunderstanding and iripro\e mter- 
national commercial relations To achie\e this objectiie 
*anff bargaining «hould be conducted wnth considerable 
tact On the other hand tariff bargammg conducted under 
an atmosphere surcharged with suspicion and ill feelmg 
will raise the height of tariff barriers instead of lowering 
them * Tariff bargaining is es«entiallv an art 

(2) Equalit> of treatment should be the basis of tariff 
bargaining 

(3) The unconditional M F N Clause should be an. 
mtegral part of the policy of tariff bargammg 

(4) Tariff classification «hould be simplified 

(o) The tendencj towards multiple tariff sj stem should 
be checked 
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QUOTAS IN MODERN COMMERCIAL TREATIES 

To attempt a detailed analysis of the working of the 
quota system m different countries would be beyond the 
scope of the present chapter This is so because the effects 
are so marked and varied in details that even a succmct 
review would be much beyond the ambit of an ordinary 
chapter On the other hand, a brief discussion of the bases 
of the quota system would be much more valuable, because 
in matters of principle most of the important features are 
common to the system as a whole, the differences are 
confined primarily to matters of details needed to suit the 
local requirements of different countries As regards the 
importance of the subject, it may be noted that the quota 
system has altered materially the structure of commercial 
treaties to merit special study It has obstructed the flow 
of international trade more effectively than the tariffs In 
the present chapter, therefore, we shall study the general 
economic implications of the quota system and its effects 
upon the technique of modem commercial policy 
The Circumstances which led lo the Adoption of the Quota 
System — An analysis of modern commercial policy reveals 
that the quota system is extensively used by the European 
countries and the United Kingdom, it has become an 
integral part of their commercial pohey ‘ In other countries, 
too, the quotas are used for regulating international trade, 
but their use is sporadic It is significant to note that France 
gave the lead in the adoption of the quota system in 1931 
Probably France would have resorted to the quota system 
earlier, but she was fortunate in not having felt the 
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adverse effects of the depression m the earlier years due 
to her relatively lower cost structure With the continuous 
and steep fall of prices in other countries, however, the 
French industries and trade began to feel the competition 
of foreign imports France, having stuck to the gold stan- 
dard, became a profitable market for foreign producers to 
sell their goods, with the result that the French imports in- 
creased At the same time her exports recorded a sharp 
decline due to her higher cost structure and the tariff bar- 
riers raised in the export markets The trade balance, nor- 
mally deficitary, grew more so to an alarming extent ‘ It 
nay be noted that the French tariff of 1927 was not pro- 
tectionist m the sphere of agriculture But, with the begin- 
ning of the world cnsis the French Government promptly 
raised the customs duties in Pecember 1929 and in April 
1931, the most prominent being those on com, flour, lue- 
stock, meat, milk products sugar and wine No wonder, 
therefore, if the commodities like wheat, maize, barley, port, 
sugar, etc. had to pay extremely high duties* These 
increases in the customs duties, however, could not render 
any material assistance to the French mdustnes and trade, 
because 70 per cent of the French tariff duties were con- 
solidated in commercial treaties and extended to about fifty 
countries by the Most-Favoured-Nation Clause The Franco- 
German treaty of 1927 was the basis of the network of 
commercial treaties which fettered the French Go\emment 
from making an effective use of the customs tariff m restrict- 
ing the flood of imports Germany, naturally, refused to 
agree to the cancellation of this treaty Escape from the 
obligations of the Most-Favoured-Nation Clause had to be 
found France, therefore, resorted to customs quotas, uhich 
pro\ed more effective than tariffs m regulating its trade 

Bnlam Adopts Import Quotas,— Similarly, Great Britain 
tV* Vier irA-et- 

ests It has already been shown that as a result of the 
Great War and its aftermath there grew up a general con- 
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sensus of opinion that a prosperous rural community was 
essential for the healthy growth of the economic and social 
structure of any country, no matter how advanced were 
its trade and industries A well-balanced and broad based 
economic and social structure was needed Further, with 
the setting in of the depression there came a catastrophic 
collapse in world agricultural prices which strengthened 
the hands of the protectionist elements in Britain A 
number of schemes have been formulated to promote the 
expansion of agriculture in Bntain Of the several devices 
used to help the British agriculturist, import quotas are 
very important 

The primary objects of this new policy are to protect the 
British agriculture from the heavy flood of imports at very 
cheap prices, and to stimulate the revival of British farm- 
mg on a sound and permanent basis Thus, the measures 
taken may be broadly sub-dmded into two categories (1) 
those of an emergency nature and (2) of a permanent 
character The policy of Imperial Preference has further 
added to the complications Emergency measures are cal- 
culated to restrict food imports for economic as well as 
non-economic reasons The long-term measures attempt 
to improve the efficiency of British agncultural production 

In the initial stages tariff duties were raised on foreign 
imports of agricultural products to orotect British agricul- 
ture The Import Duties Act of 1932 imposed a ten per 
cent ad valorem tariff on all foreign imports, with certain 
specified exceptions, the chief agncultural products on the 
free list being wheat, maize, meat, livestock, wool, hides 
and skins The duties were further raised on fresh fruits, 
vegetables and flowers, potatoes, oats, barley, condensed 
milk, preserved fruits, canned vegetables and poultry 
The Ottawa Trade Agreement of November, 1932, raised 
still higher the duties on non-Empire imports of agricul- 
tural produce To certain branches of British agriculture 
protection was extended against the Empire as well as 
non-Empire imports Of the commodities thus protected. 
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the more important were meat, dairy products, eggs, and 
poultry. 

Tariffs failed to provide an adequate protection to the 
Bntish farmer under the exceptional circumstances of the 
world depression Of the supplementary measures devised 
to help the agricultural mterests quotas are \ery impor- 
tant Meat, milk, hops eggs and poultry have been sub- 
jected to import regulations under the Agricultural Mar- 
ketmg Act of 1933 These import quotas have been 
regulated partly by the unilateral decision of the Bntish 
Government, and partly by the negotiation of trade agree- 
ments with other countries or by other countries volunta- 
rily restricting their exports to Great Britam 

German Quota Regulations — In the structure of German 
trade and industries forces had become sufficiently strong 
by 1929 which emphasised the necessity of self-sufficiency, 
m respect of agricultural requirements such as com pro- 
duction, live-stock raismg meat production, dairy products, 
and sugar In 1929 the German Government compelled 
the German consumers to absorb the whole home output 
of cereals and imports were to be permitted only when 
the supply of German grams failed to nrovide for the 
essential needs Tariff duties have been used to keep the 
home price at a definite level Import of wheat and rye 
have practically ceased as a result of protectionist mea- 
sures The duties on pigs and cattle were raised The 
meat imports were also subjected to higher duties In 
1932 the imports of butter were subjected to quota regu- 
lations m addition to duty mcreases and currency restric- 
tions The consumption of these commodities has been 
rigidly regulated 

Other European countries also resorted to the import 
qjiAtas. ta 'pi'ifAiK NWi- 

European countries also took to quota regulations From 
a critical analysis of these regulations m different coun- 
tnes it becomes clear that tariff as an instrument of regu- 
latmg undesirable imports proved mexpedient and had to 
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be supplemented by some more effective, expedient and 
efficient device The quota q^stem could claim all these 
advantages Import quotas are said to be supple, simple 
and swift 

Started as an emergency measure, the import quota 
system has come to be recognised as an accepted form of 
trade control For the purpose of the present study an 
import quota system may be defined as the limitation by 
quantity, weight, or value of imports of a commodity for 
a specified period of time by legislative enactment or 
legislative decree Therefore, an import quota needs to be 
distinguished from a customs or tariff quota Under the 
former physical quantity of imports is fixed, while in the 
case of the latter, a fixed quantity of imports can enter 
at a certain favourable rate of duty and the additional 
amount is called upon to pay a higher rate We are con* 
cerned primarily with the import quota 

Implications of the Quota System— The restrictions on 
imports are apt to cause a rise in the prices When the 
restriction fakes the form of an import duty, this addi- 
tional burden has to be borne by someone In the first- 
instance, the importer is called upon to pay the duty to 
the customs authorities But the burden may be borne 
either by the importer, or by the exporter, or by the con- 
sumer, or by all the three parties The burden on the 
importer can be only temporary In the long run he 
must be relieved of the burden or else he will move to 
some more remunerative employment and the imports will 
cease This will happen only when the duty is proved to 
be prohibitive Under normal circumstances, the importer 
will try to transfer the burden either to the exporter or 
to (he consumers In the former case the exporter will 
have to charge a lower price to the importer m proportion 
to the duty levied and thus bear the burden In the 
latter case, the importer will charge a higher price to the 
retailer, and through him the consumer, who will thus 
have to bear the incidence of the duty The importer 
must have his reasonable and fair profits 
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prices This creates disparities between the domestic and 
foreign markets, similar to those created by the imposi- 
tion of customs duties, with the essential difference that 
whereas m the case of import duty the disparity is limited 
by the incidence of the duty, in the case of import quotas 
there are no such known limits * The import quotas 
definitely limit the foreign supplies and no price adjust- 
ment can help to bring about an equilibrium between the 
demand for and supply of foreign commodities except the 
substitution of home for foreign production The actual 
extent of the rise in the internal price level will depend 
upon the ease and extent of the substitution of domestic 
for foreign supplies 

The disparity in price structures creates a national 
market, for goods and services subject to quota regulations, 
distinct from the international market, and more favourable 
to the domestic producer The result is that the domestic 
industries and trade get marked encouragement At the 
same time, the imports permitted under the quota system 
get the advantage of higher internal prices This extra 
advantage will be pocketed exclusively by the exporter 
if he has made his own arrangements for selling the goods 
in the protected market, withm the authorised limits 
through his own agents In case, however, the domestic 
importer himself makes purchases in the foreign coun- 
tries concerned he pays them a competitive price in those 
markets and thereby keeps to himself the difference 
between that and the pnee charged in the domestic 
market The latter alternative is more favourable to the 
quota imposing country and therefore instances are not 
lacking where definite encouragement has been given to 
foster this trend 

The license system is an essential part of quota regula- 
tions, the imports are permitted only subject to license, 
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in order to prevent abuse or evasion. The licenses ha^e 
to be issued for permitting the imports withm the pres- 
cribed limits Therefore the holder of the license is in 
a position to secure for himself the difference between the 
foreign and domestic price The distribution of import 
licenses may take one of the two forms The hcenses ina> 
be distnbuted amongst the traders wnthm the importing 
country,! that those who hold the licenses alone ha%e 
the authority to buy the goods m the foreign market and 
import the same In this event the importer can take full 
advantage of the competition between the foreign sellers 
and pay a relatively lower price to them. Thus, he 
succeeds m keeping Co himself the difference m prices. 
If, how e\ er, the licenses are distnbuted amongst the 
foreign manufacturer, who may ha\e their own sellmg 
organisations m the importing country, they will pocket 
the difference m pnces or else charge the domestic importer 
the pnce prevailing m the protected market, Jess the costs 
of the importer, as they are the sole suppber of the goods 
This second alternative is at times adopted to allay the 
suspicion of discmnination* m foreign countnes, by per- 
nuttmg them to distnbute the quota amongst the manu- 
facturers m their own country, with the understandmg 
that the imports will be eienly distnbuted throughout the 
year 

Thus, the effects of the quota regulations are essentially 
different from those of the tariffs. Ihe incidence of the 
import duty is well diffused throughout the economic 
system and new equilibnum is established which keeps 
the entire system m full workmg order without any senous 
dislocations. The import duty raises the pnce level m the 
protected market and by altering the equilibnum of demand 
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and supply helps to distnbute the incidence of taxation 
among the producers, traders, and consumers Of course, 
the larger share of the burden is borne by the consumers 
It IS, however, essential to note that the import duty 
affects all producers, traders, and consumers, not only of 
the commodity taxed, but also of all related and competing 
products The effects are spread over the producers, 
traders, and consumers of a large variety of commodities 
in a number of countries No wonder, therefore, that 
under a normal protectionist tariff the disparity between 
the national and international price systems is not very 
wide The adjustments create a new equilibrium and 
thereby keep the economic system free of violent upheavals 
To create wide and unbndgable gap between the prices 
of the same commodity in the protected and free markets 
the tariff needs to be very high The quota system how- 
ever, directly and definitely limits the imports of particular 
commodities and no price adjustment can alter the same 
The obvious result is marked disparities m the price levels 
of different countries 

Objectives and Motives of an Import Quota System — 
It has already been emphasised that the fundamental aim 
of the quota system is the effective and prompt regulation 
of imports The need for restricting imports may be 
dictated by several considerations 

(i) To Regulate the Balance of Payments or the Trade 
Balance — The French quota system had this objectne at 
its inception Of the advanced industrialised countries 
France was fortunate in escaping the adverse effects of 
the world depression in its earlier stages because she had 
undervalued the franc when reverting to gold standard 
after the Great War As a result of this undervaluation 
the costs of the French industries were low as compared 
with those of the other countries But, with the catas 
trophic fall m world prices, which the depression brought 
in Its wake, the advantage enjoyed by the French indus- 
tries was soon neutralised, and imports into France began 
to increase This tendency got strengthened as France 
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decided to stick to the gold standard in face of devalued 
and managed currency systems of her competitors Thus, 
whereas the French imports increased, her exports expe- 
rienced increasing difficulties due to high cost of produc- 
tion, decrease m demand, rising tariff barriers, etc The 
normally deficitary French trade balance grew more so 
This state of affairs demanded drastic and prompt remedy 
The tariff duties failed to relieve the situation due to the 
consolidation of 70 per cent of the duties imder commer- 
cial treaties The quota system was, therefore, enforced 
to regulate the balance of trade 

(ii) To Assist or Protect Specific Industries — ^Another 
important objective for which the quota system has been 
used IS to assist definite industries This assistance may 
take the form either of encouraging exports or of restnc- 
tmg competitive foreign imports The British quota 
system is an instance in point Great Britain has adopted 
the quota system to encourage, inter olia, the exports of 
British coal, iron and steel, and textile industries Several 
trade agreements have been concluded, based on the quota 
s> stem, to increase the sales of these products For instance, 
the Trade Agreement wth Denmark, signed m London on 
April 24, 1933, contains specific provisions guaranteemg the 
Danish market for British coal Under the Protocol the 
Government of the United Kingdom has the right to ter- 
minate the agreement with three month’s notice if m any 
one year the amount of British coal imported mto Denmark 
is less than 80 per cent of the total imports of coal into 
Denmark in that year * Thus, 80 per cent of the Danish 
market is secured for British coal 

The Trade Agreement with Norway and the Protocol 
attached thereto, signed in London on May 15, 1933, also 
provided concessions for British coal Under the Protocol, 
Ahv? British Goi'emment has reserved the right to terminate 
the Agreement at any time upon three months’ notice if m 
any period of twelve months the amount of British coal 

1 ^ld^ a T rr-i-iwa, pv. ems 
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imported into Norway ts less than 70 per cent of the total 
imports of coal * 

The Trade Agreement with Sweden and the Protocol 
attached thereto signed in London on May 15, 1933, secures 
a definite share of the Swedish market for British coal The 
Protocol empowers the British Government to terminate 
the Agreement upon three months’ notice if withm any 
one year the imports of British coal into Sweden are less 
than 47 per cent of the total imports of coal 2 

Similar trade agreements were entered into with Iceland, 
Estonia, Fmland Lithuania and Latvia The Trade 
Agreement with Iceland secured 77 per cent of the Iceland 
market for British coal 2 Under the Anglo Estonian 
Agreement the British Government has reserved the right 
to terminate the Agreement if in any one year the amount 
of British coal imported into Estonia is less than 8a per 
cent of the total imports of coal or if it is less than So 000 
metric tons * The Agreement with Finland reserved 75 
per cent of the total market for British coal The Lithua- 
nian Agreement provided that the British Government shall 
have the right to terminate the Agreement if m any one 
year the amount of British coal imported into Lithuania 
IS less than 80 per cent of the total imports of coal or 
less than 178 000 metric tons, or, if the amount of British 
coke imported is less than 50 per cent of the total imports 
of coke ® The Latvian Agreement secured 70 per cent of 
the market for British coal ® The Danish Agreement 
reserves 80 per cent of the market for British coal 

The Anglo French Trade Agreement of June 1934 is 
interesting The Agreement provides that as regards the 
imports of coal into France falling under the normal quota 
the French Government agreed to guarantee the existing 
percentage for import of British coal With regard to 
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supplementary allocations the French Government agreed 
that dunng the continuance of the present agreement, (1) 
in the event of the global quota being reduced, these 
supplementary allocations shall not be reduced in a greater 
proportion, and (2) these supplementary allocations shall 
continue to remain open to free competition * 

From the foregoing illustrations it is clear that the 
British Government has used the quota system to encou- 
rage the exports of Brili'h coal Similarly, the British 
trade agreements contain specific provisions for the encou- 
ragement of other British exports to countries lev-ying 
quotas Thus, the Anglo-French Trade Agreement provides 
that in connection with quantitative restrictions on imports 
into France, the French Government guaranteed that the 
United Kingdom will be accorded a full share of all quotas 
m regard to any class of goods, whether existing or to 
be established hereafter l?»e share should not be 
reduced,* whether the global quota be increased or 
reduced* Further, the Bntish mdustrial products which 
were subject to quota regulation before January 1, 1934, on 
their importation into France, and which formed in 1931 
less than JO per cent of the total imports into France, their 
quantities should not be reduced 

The Government of Estonia, according to the Trade 
Agreement, agreed not to impose any import restrictions 
on those articles enumerated m Parts I and II of the First 
Schedule which were free from restrictions As regards 
those articles enumerated m the said Schedule which were 
subject to import restrictions, the Estonian Government 
agreed to operate the restrictions m such a way as to 
permit the benefits in full to accrue to the goods Fur- 
ther, It was agreed that the imports into Estonia of goods 
not enumerated m the said schedule should m no case be 
restricted below tho«e of the year 1933 If the Estonian 
Government decides to impose import restriction on goods 
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which are hitherto free from restrictions and are not 
covered under the First Schedule, the British Government 
shall be consulted ^ Thus, the uncertainty and the rigour 
of quota restrictions on British exports has been substan- 
tially minimised The future course of import restrictions 
has also been controlled within certain limits 

The quota system has also been used for protecting 
specific industries against the inroads of competitive foreign 
imports The new agricultural policy adopted by Great 
Britain since the depression affords the most striking 
illustration of the use of quota regulation for restricting 
the imports with a view to fostering the growth of parti- 
cular branches of domestic production The expansion 
of British agriculture had to be encouraged in the interests 
of economic as well as political expediency The flood of 
imports at abnormally low prices during the initial stages 
of the world depression caused alarm amongst the British 
farmers who could not face this menacing competition 
It was, therefore, felt that those branches of British agri- 
culture which could hold their own in normal tunes should 
be protected during this emergency Of the several 
methods used in this new technique of protection quotas 
are important 

Great Britain entered into trade agreements with several 
countries which contained quota regulations for protecting 
certain branches of the British agriculture From these 
agreements it is clear that the British Government had sub- 
stantial latitude in fixing the specific quotas, although 
conditions were imposed m several cases and minima 
fixed Therefore, the Bntish Government has pursued the 
policy of stabilising the supplies of certain commodities on 
the British market on an estimated average of certain 
pre depression period The domestic producers are encou- 
raged by several devices to extend their output and secure 
to themselves greater portion of this market With 
this object m view, the estimates of the domestic output 
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able imports by quota regulations and thereby compel the 
exporting countries to make equivalent concessions Thus, 
quotas can be used as an aid to commercial Teciprocity 
It is interesting to note that both Great Britain and France 
have made full and frequent use of the quota system for 
this purpose Great Britain, till the inception of the dep- 
ression, had been, largely a free trader, and as such an 
importer of foodstuffs and raw materials on a huge scale, 
which gave her considerable bargaining power to meet the 
new situation With the setting in of the depression. 
Great Britam found her domestic markets flooded with 
foodstuffs at low prices and her foreign markets for manu- 
factured goods rapidly declining The problem facing 
the country was, therefore, two-fold to protect the British 
farmer against uneconomic foreign competition in the home 
market, and to provide the British manufacturers more 
stable foreign markets The objective of British commer- 
cial policy since the Ottawa Trade Agreements has, there- 
fore, been to protect the British farmer and provide outlets 
for British industries Withm the Empire, excepting India 
and other dependencies, Imperial sentiment has been fully 
exploited to secure maximum advantage to the British 
industries in return for certain concessions in the British 
market for agricultural products of the Dominions “The 
primary objects of the new policy are to protect British 
agriculture by emergency measures from being over- 
whelmed by the threatened flood of imports at ruinously 
low prices during the depression, and to stimulate a revival 
of British fanning under conditions which will ensure its 
permanent welfare Subject to these objects being achieved. 
Empire countries are to be given preference over foreign 
countries in the British market, in other words, the Ottawa 
principle is to be applied, the interests of the home pro- 
ducer coming first. Empire producers coming second, and 
foreign countries last”^ Subsidies, levies, organised 
marketing, tariffs and quantitive regulations have been 
used to encourage Fritte* agncTuVanr amf tfrer rumamxflfr 
of the market is used for bargaining with the Empire and 
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non-Empire countries so as to find suitable outlets for 
British manufactures Definite quotas ba\e been allotted 
to foreign countries, like Argentine, Denmark, Sweden, 
Norway, Iceland, Germans, etc, in respect of certain 
agricultural products, in return for British coal and manu- 
factures 

The French quota system has also been used for com- 
mercial bargaimng Finding 70 per cent of her tariff 
consolidated under commercial treaties contammg the 
Most-Fa\oured-Nation Clause France found herself con- 
siderably fettered m protecting her trade and industries 
from increasing foreign competition Germany was un- 
willing to denounce the Franco-German commercial treaty 
on which the entire network of commercial treaties was 
based Under the circumstances, France wanted tariff 
liberty so as to secure commercial reciprocity and this 
she was able to do wnth the assistance of quota system 
Mr Jones says* that France wanted to create a barrier 
against importation behind which the Government could 
proceed with the denunciation of her most-fa%oured-nation 
treaties, to secure tanff libert>. and to proceed with the 
negotiation of new treaties strictly on the basis of mutual 
concessions, abandoning the unconditional Most-Favoured- 
Nation Clause 

(v) To Plan Trade on Barter Basis — Quotas are used to 
plan trade on barter basis or to effect exchange of specific 
commodities By this method an attempt is made to effect 
exchange of specific goods m which the countries con- 
cerned are mterested on the basis of reciprocity The 
Indo-Japanese Trade Agreement illustrates the use of 
quota system with this objective 

The Swiss and the German Governments follow similar 
hves £>/ ibe quets hss so used ss to 

reduce the trade to crude barter During 1930-31 Switzer- 
land suffered acutely from rising tariffs, quotas, and 
exchange controls all over the v orld In this connection 
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the decree-laws issued by the Brunning Government in 
Germany m 1931 are significant, since they raised the 
tariffs on certain agricultural and industrial products to 
fantastic levels These high tariff barriers affected adver- 
sely the Swiss export trade to Germany, This was not 
all Germany, in addition, resorted to aggressive trade 
promotion, which almost doubled her exports to Switzer- 
land This form of German commercial policy caused 
alarm amongst the Swiss people The Swi's Government, 
therefore, requested the German Government to modify 
her trade restrictions, but the latter refused to change her 
policy. Thereafter Switzerland also changed the technique 
of her commercial policy to defend her trade and indus- 
tries, she wanted reciprocity Of the several devices used 
to achieve this purpose, the system of exchanging specific 
quotas IS significant 

The Italian-Soviet Commercial Treaty has similar quota 
arrangements Italy purchased from Russia large suppbes 
of wheat and oil, as well as coal and wood, while Italy 
furnished to Russia stated amounts of automobiles, aero- 
planes, ships, motors, industrial and agricultural machmery, 
and chemical products The first treaty alone provided for 
an exchange of 2000 Fiat Trucks for a certam amount of 
Russian wheat ^ 

(vi) Use of Quotas for Betaliation — Quotas have also 
been used for retaliat'on As an mstrument of retaliation, 
quota system has been extensively used by countries like 
Italy, Germany, Switzerland, etc Italy and Germany 
have used this instrument of retaliation more frequently 
and effectively The democratic countries have also tned 
to use this instrument to enforce reciprociU For instance, 
the Swiss Government regulates trade through the Depart- 
ment of Public Economy, which outlines the measures of 
reciprocity, to be carried out by different committees of 
which importers are members Thus, the State regulates 
and determines the trends of trade, rather than the free 
%vill of the importers 
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(vu) Use of Quotas for Reducing Tariff Barriers^ 
Another important objective uith which the quota regu- 
lations may be imposed is to lower the tariff barriers For 
instance, Switzerland found, as a result of growing trade 
restriction and aggressive commercial policy adopted by 
foreign countries, her export trade rapidly declining and 
imports recording a striking increase The total Swiss 
exports declined from 2104 million francs m 1929 to 1348 
million francs in 1931 A detailed analysis of Swiss exports 
IS more interesting The exports of foodstuffs fell from 
177 million francs m 1929 to 122 million francs m 1931, 
cotton goods from 235 million francs to 135 million francs, 
silk goods from 298 million francs to 198 million francs, 
watches and parts from 277 million francs to 143 million 
franco, machinery and apparatus from 309 million francs 
to 200 million francs durmg the same period ‘ This alarm- 
ing fall m the Swiss exports was found to be due to rismg 
tariffs, quotas, and exchange controls all over the world 
The Swiss Government had, therefore, to protect her trade 
and industries from this menace and find markets for her 
products The new Swiss commercial policy, which has 
developed smce 1931, incorporated quota regulations to 
secure reduction m the trade barriers against her products 
on the basis of reciprocity 

(viu) To Make International Export Agreements — Some- 
times international agreements are negotiated for regulat- 
ing the export trade m specific commodities on a quota 
basis Specific export quotas are assigned to important 
exporters of commodities concerned Wheat and sugar 
agreements are of this nature The exports of different 
countries are defimtely restricted to the quotas assigned 
to them 

The tea restriction scheme and the export quotas allotted 
to each country concerned is the most successful example 
The initiative in the direction came from the producers, 
but the governments of important countnes concerned — 
India, Cejlon, and Netherlands Indies — sanctioned the 
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scheme and gave it the force of law On the first of April, 

1933, when the five year control plan was adopted, the 
countries covered under the scheme supplied about 80 per 
cent of world exports of tea Each country was assigned 
a specific export quota Similarly, the International Rub- 
ber Regulation Agreement was put into force from 1st June, 

1934, for a period of four years and six months, and was 
later on extended for five years to 1943 In 1936, this 
Agreement controlled 97 per cent, of the crude rubber 
export Tin is another important commodity which has 
been brought under international government control The 
present agreement was ratified on January 5, 1937, to last 
for five years 

(ix) To Check the Flood of Imports Pending Tariff Legis- 
lation.— Quotas, essentially temporary, are at times used 
to check the fiood of imports pending tariff legislation 
Cases are not uncommoon where m anticipation of a parti- 
cular legislation pending before the legislature of a demo- 
cratic country the exporters interested m the commodity 
have increased their exports to escape the additional 
taxation To neutralise these undesirable activities quota 
regulations are imposed during this period of transition 

Technique of Quota System: 

Source of Authority. — ^To be effective, quota regulations 
should be promptly enforceable Therefore, the executive 
IS usually empowered to decide* the nature of the import 
quotas to be permitted and their method of enforcement 
This enables the Government to regulate the trade in time 
and check effectively the undesirable forces taking undue 
advantage of the situation Beuig an emergency measure, 
the executive is the sole judge of the quota regulations 
To safeguard against the power being abused by an in- 
experienced bureaucracy, the legislative check is imposed 
m the form of ratification 



QUOTAS IN MODERN COMMERCIAL TREATIES 143 


Unit of Import Quotas — ^The unit for imposing quotas 
may be either quantity, weight, or value, or a combination 
of all three The selection of the unit to be used will 
depend upon the objective of the quota system and the 
nature of the commodity concerned For instance, value 
can be a more effective and efficient unit where the objec- 
tive IS to adjust the balance of payments* or to mamtain 
the internal price level If, however, the purpose of the 
quota system is to assist or protect specific mdustries 
agamst the flood of undesirable imports, value as an unit 
would be inefficient and ineffective Here quantity would 
be more effective, smce it would put a definite limit on 
imports 


Base Period for Deterrmiung Quotas— In fixmg quotas the 
usual practice'is to choose a base period, either a year 
or an average of few years or a specified penod of a smgle 
year or group of years* This base penod differs with 
different countries and m the same country with different 
articles The determining factors are the economic con- 
ditions of the countries and the nature of the article 
There can be no uniformity m selecting the base penod 
It IS apt to result m discnmmation* and mjustice* to the 
parties concerned 

Quota Period — In fixing quotas it is equally essential to 
specify the period during which the imports, m quantity 
or value, of a given commodity are to be permitted The 
penod to be selected may be a year, a quarter, a month, 
or a week. The length of the period varies with the tj*pe 
of the commodity, the purpose of the quota, and the need 
for flexibilitj The customary periods are a year, or a 
quarter In the case of penshable commodities, however, 
an annual or quarterly quota may be divided for the sake 
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of convenience into monthly or weekly allotments An 
annual quota offers greater certainty to both importers 
and domestic producers and checks sudden fluctuations in 
cost and price structure Further, adjustments in the 
technique of production can be better effected and waste 
minimised The quarterly quotas, however, permit the 
Government to so regulate the imports as to suit the 
variations in seasonal requirements But, the producers 
of the commodities subject to quarterly quota regulations 
find their markets in constant flux, which impairs their 
efficiency, and leads to waste 

Allocation of Quotas : 

(i) The Global Quotas . — The methods of allocation of 
quotas vary In some cases the country applying quota 
regulations fixes the permissible total amount or value of 
the imports of a commodity, from all countries, and does 
not make any further allocations between different coun- 
tries In this case all countries are permitted to compete 
among themselves This form is known as Global Quota 
Under these regulations, the importers may import from 
any country and in any amount until the quota is filled 
up, without any import authorisation This method 
enables the importing country to take full advantage of 
the competition amongst the producers in different coun- 
tries Besides, it does not discriminate between exporting 
countries 

In its working, however, this system has given rise to 
considerable administrative difficulties The authonties 
find it very difficult to know how much of a given 
commodity has been imported from each customs house 
from day to day, with the result that often quota limits 
are exceeded before the imports can be checked Further, 
general experience has shown that immediately after the 
announcement of a new quota, or at the beginning of a 
new period, large quantities of goods are rushed across 
the frontier of the country before the quota is exhausted 
This has spurred speculative elements 
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(u) The Unilateral Quotas^To eliminate the waste 
resultmg from the global quota system unilateral 
quotas are imposed. Under this system the administrative 
authonties fix the total quantity or value of imports and 
allocate it amongst the different countries These quotas 
are called unilateral because they are fixed without 
consultmg the exportmg coimtnes The amount allotted 
to each country is determined by the average imports of 
the base period To check the tendency of imports 
exceedmg the quota figure and speculation amongst 
dealers the import license requirements have been attached 
to the quota system. 

(m) The Bilateral Quotas.— Another important method 
is to allocate quotas as a result of bargainmg with each 
exporting country Thus the suspicion of discnnunation 
is nunmused. Besides commercial reciprocity as a basis 
of quota restrictions removes the ngidity of admmistra 
tion The shipments of goods are more evenly distributed 
throughout the quota penod which limits the scope for 
speculation Further as the arrangements incidental to 
the quota regulation are determined by mutual agreement 
commercial relations are well mamtamed. These quotas 
are better adapted to the needs of the parties concerned 
because dunng the process of negotiation producers of 
both the countries are taken mto confidence 

Entry Kegulations. — Enforcement of quota regulations 
has given nse to difficulties In those cases where the 
quota is not distributed among exporting countries and no 
import authorisation is required the flow of imports has 
been erratic and caused considerable mdustnal dislocation 
This is a pnmitive and most irrational method To 
remove this inconvenience quotas are usually allotted to 
different coimtnes and the entry is permitted subject to 
license 

The licensing system, which was extensively used dunng 
the Great War has been successful m regulating the flow 
of imports Special Committees hav e been entmsted 
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with the task of distributing licenses among the importers 
of standing in proportion to ^cir imports in previous years ‘ 

Licenses are issued after adequate investigation about 
the importer, his imports in the previous years, the quality 
of the goods he seeks to import, etc In some cases, the 
importer is expected to supply the sample of the goods 
to be imported, and the Committee on granting the 
license, sends one of the samples to the customs house 
through which the goods have to be imported The license 
usually specifics the customs house and the period within 
which the commodity should be imported The license is 
non-transferable Sometimes the license fee is levied to 
meet the expenses of the licensing authority and to 
appropriate a part of the profits arising from the quota 
restrictions 

This method of distributing licenses favours the old 
established merchant houses at the cost of less known and 
new entrants It creates vested interests and encourages 
monopoly Further, competition tends to be eliminated, 
and the evil of speculative purchases is encouraged The 
administration is dilatory and costly 

Sometimes, the distribution of licenses (or export 
certificates) is entrusted to the foreign Government or 
to some producers and exporters m foreign countries, to 
remove the suspicion of discrimination This practice has 
created further complications Numerous organisations 
of exporters and importers have grown up and have 
changed the structure of distributive trade 

Quotas and the Structure of Commercial Treaties — ^The 
structure of commercial treaties has undergone marked 
changes with the inception of the quota system We have 
seen that quotas have become an integral part of modem 
commercial treaties As a result of the incorporation of 
quotas and other restrictive measures in the commercial 
treaties international trade is being diverted m artificial 
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channels and ngid and narrow and bilateral balancing of 
trade has become a rule Substantive bilateralism is in 
vogue This development m commercial policy has exerted 
a profound influence on the character and channels of trade 
and the future seems to promise further complications m 
this direction That this bilateral balancmg of trade on 
quota basis has restricted trade is too self-evident to need 
detailed proof. Trade is essentially multilateral The 
^aste and inefficiency which this instrument of commercial 
policy has bred through its inroads upon the mtemational 
divnsion of labour and seeks to nourish, has further 
aggravated the maladj its sponsors expected it to cure 
The quota sj stem has become more important than tariffs 
as a method of commercial bargaining and divested the 
Most-Favoured-Nation Clause of its efficacy m securing 
equality of treatment The assumption is that quotas do 
not fall withm the ambit of the Most-Favoured-Nation 
Clause In the pre-depression period, commercial negotia- 
tions generally followed primary the method of bargam- 
mg on the basis of tanffi schedules, and the tanf! reduc- 
tions agreed to were extended to other countries tmder the 
Itfost-Favoured-Nation Clause of the treaty Thus, inter- 
national trade was essentially tnangular and free scope 
was permitted to forces of competition, which helped to 
effect prompt adjustments in cost and price structure 
The quota system obstructs these adjustments by the 
most effective restnctions on imports.* In fact, the Most- 
Favoured-Nation Clause has become largely ineffective as 
a result of the quotas bemg incorporated m the commer- 
cial treaties and mcreased specialisation of customs 
classification The prmciple of equality of treatment thus 
gives way to discrimination, for under the quota regula- 
tions discrimination is very difficult, if not impossible, to 
avoid- Discnmmation may be reduced if quotas are 
established in such a nay as not to modify the competitive 
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position of other countries on a given market But there 
are considerable practical difficulties m fixmg such quotas 
In fact, no system of quantitative regulations of imports 
can fulfil these requirements In short, a system of 
quantitative limitation must breed discnmmation, which 
IS a direct antithesis of the Most-Favoured-Nation Clause 

In the modern commercial treaties we find the Most- 
Favoured'Nation Clause side by side with the quotas 
These quotas, instead of being fixed according to the 
proportion of particular imports to the whole over previous 
years, have been granted on the basis of reciprocity to 
the countries offering corresponding advantages M 
Sarrant declared m November, 1933 “The quota system 
must be made an instrument for directing French purchases 
to those countries which offered the best market for French 
products With this object in view, commercial treaties 
have been negotiated with different countries, and quotas 
fixed as a result of bargaining These quota arrangements 
differ with individual countries and have not been 
generalised with the Most-Favoured-Nation Clause For 
instance, under the Supplementary Agreement* attached 
to the New Commercial Convention between France and 
Spam, entered into on March 6 1934, France granted to 
Spam 100 per cent quotas for certain agricultural products, 
wood, twisted cotton yams, bananas, cotton socks and 
stockings, certam vaneties of leather, etc, and increased 
quotas for certam fresh, preserved and dried fish Spam 
also received separate quotas for fresh trout, women’s 
clothing certain varieties of paper razor blades, etc, m 
respect of which she had previously shared m the quotas 
allotted to other countries 

Spam m its turn, granted to France, a fixed proportion 
of certam Quotas which have been or are to be established, 
\iz, (i) France is granted a quota of 100 per cent of her 
average imoorts for the last three years of charcoal, un- 
manufactured tallow and other animal fats, a quota of 80 
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In the earlier years the administration of the quota system 
was relatively flexible and liberal, with the result that 
actual imports were often more than the amount fixed by 
the higher authorities In France, which gave a lead m 
introducmg this system it was found that in 1932 imports 
were about 86 million quintals, whereas if the system had 
been rigidly applied to all goods they would have fallen 
to about 32 million quintals* Smce 1933 the restrictions 
have become more stringent, with the result that imports 
have fallen considerably For instance, French imports 
of horses fell from about 55 thousand in 1931 to 7 thousand 
m 1934, cattle from 724413 quintals to 54 498 quintals pigs 
from 415,951 qumtals to 68447 quintals, meat (fresh and 
chilled) from 382 424 quintals to 48,636 qumtals, meat 
(frozen) from 664 633 quintals to 229 666 quintals, eggs 
from 306,824 qumtals to 120,059 quintals, cheese from 
375 624 qumtals to 159,641 quintals, and butter from 185234 
qumtals to 43 562 quintals during the same period * The 
agricultural interests constitute a strong political force m 
France and it is due to the pressure exercised by them 
that the import quotas were extended to cover all the 
important products of field and pasture 

The British agricultural quota system has also restricted 
imports, particularly from the non-Empire countries 
Between 1931 and 1934, imports of meat from non-Empire 
countries declined by about 30 per cent , of wheat and 
flour by 33i per cent , eggs by 26 per cent . vegetables by 
60 per cent and fruits by 70 per cent This reduction m 
imports was, however, made up by the rise m imports 
from the Empire countries* The British imports of 
potatoes declined from 22 2 million cwts m 1931-32 to 3 2 
million cwts in 1933-34 * The imports of Danish butter 
into UK declined from 123 000 metric tons m 1931 to 
109,742 metric tons in 1936® 
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Similarly, the quota regulations mtroduced m other 
advanced countries have also restricted trade The import 
quotas levied by the United States* on sugar, cardage 
shingles etc have had their restrictive effects The 
protection thus extended to American sugar mterests v-as 
m excess of anything ever achiexed by the Republicans 
‘It IS highly probable that recent experience mil then be 
drawn on to extend the quota system m a much more 
restrictive manner The openmg wedge has been driven 
and no one can say how far the use of quotas will proceed. 
It IS quite possible that instead of further general upward 
revTsions of the tariff the future will see a broad extension 
of the quota sjstem If this should happen we shall have 
paid dearly for any benefits the system may have con- 
ferred m recent years * 


Industrial Quotas— -The circumstances which led to the 
unposition of mdustnal quotas and their objectives were 
different m essential particulars from those of agricultural 
quotas Looking to the French import quota system we 
find that imports of food produce mto Franc® had 
increased by about 50 per cent the French market was 
flooded '^is flood had to be regulated On the other 
hand the imports of manufactured goods into France m 
1931 had actually declmed The French mdustnal quotas 
were therefore adopted to “aid m the task of reducing 
the import surplus to total trade to reserve a larger part 
of the French market for home producers who were 
suffering from declming exports and to stop the inflow of 
certain goods at declining prices’’ In their working the 
industrial quotas have helped the domestic manufacture’^ 
considerablv by reserving a larger share of the home 
market for them The objective of restncting imports and 
redressing the trade balance with certain countnes has 
also been realised For instance the adverse balance of 
trade with Germany which was about 3 782 million francs 
m 1930 was reduced to 239 million francs in 1934 * 

1 ' »'» Vi"h t \rtrj - Import Qnouj o'tS?' 


1 Ibfcl, p. IL1 

a. VkV iwrtits 

♦. IbKl. p. *0. 


T IPT* pp 

** Fipneh Import Quotiii " p M 


VmteJ Stilrt,” Quartrtly Journal 



152 MODERN COMMERCIAL POLICY 

The restrictive effects ol the industrial quotas on the 
volume of trade have been proved from the expenence 
of other countries as well As a result of quota restrictions 
imposed by Switzerland we find substantial reductions in 
her total imports The German exports to Switzerland 
dropped in 934 to 54 per cent of 1931 ^ French exports 
to Switzerland declined by more than 40 per cent between 
1931 and 1933 ® Holland adopted import quota restric 
tions in 1932 with the result that her imports have 
declined considerably For instance German exports to 
Holland fell to 482 millions which was about 50 per cent 
of the value of 1931 ® Czechoslovakia adopted import 
quota system in 1932 and her imports fell rapidly German 
exports to Czechoslovakia represented only 38 per cent 
of 1931 flguie* Thus the quota ^stem definitely restricts 
trade 

Import restrictions affect adversely the export trade of 
the country resorting to them This influence is exerted 
chiefly through three channels its effec s upon purchasing 
power abroad its tendency to maintain internal prices 
and the measures of retaliation which other countries are 
likely to adopt ® As for the first it is essential to remember 
that our ability to export is determined by our willingness 
to import exports pay for imports Besides the portion 
of the supply excluded by the import quotas is sold on 
other markets at reduced prices which tends to restrict 
the foreign demand for the goods of the quota imposing 
country The benefits of triangular trade are neutralised 
Secondly tre quotas have tended to aggravate the dif 
ference between domestic and world prices For instance 
quota restrictions imposed by the United States on import 
of Cuban sugar have created a wide disparity between New 
York and world prices Before the imposition of the 
quota system sugar prices m the United States were equal 
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to world prices plus the tanf? on Cuban sugar This 
relationship has been distorted after the imposition of 
quotas and impaired the flexibility of New York prices 
This increases the difficulties of the exportmg industries 
No doubt higher internal pnce level stimulates domestic 
industries, and leads to the displacement of imports by 
local produce, but the higher cost of production of local 
industries, resulting from higher mlemal price level, 
handicaps them in foreign markets These difficulties of 
the exporting industries increase much more if they 
produce luxuries Thirdly, retaliation by foreign coun- 
tries IS inevitable when a country resorts to quotas, rigid 
and restncJive These retaliatory measures v/ill be more 
far-reaching and effective on goods having elastic demand. 

Conclusions.— The import quota system is one of the 
most outstanding features of the technique of protection- 
ism developped during the depression It marks an 
important development in the technique of modem 
commercial policy Import quotas are distinctly superior 
to tanfls as protective and defensive devices When 
countries feel the necessity of quick, certain, and drastic 
reduction of imports, they resort to quotas, which enable 
them to achieve this result more easily and effectively than 
the traditional device of tanfls Quotas are also more 
flexible than tariffs They have a distinct advantage, both 
m respect of effectiveness and flexibility, over tariffs as an 
instrument of commercial bargaining These characteris- 
tics of the import quota system have made it a most useful 
instrument of commercial policj' to tide o\er an emergency 

The use however, of import quotas as a permanent 
instrument of commercial policy m normal times is un- 
desirable and uneconomic Under normal economic 
conditiniLS- rustnms dvltes sre lar xwve useSul insfmme.ot? 
of protection than import quotas No doubt, the tariffs do 
interfere with the free and full functioning of pnce 
competition in determining the flow of international trade, 
but a reasonable and moderate protectionist tariff, far 
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from desrtoymg it, does not even senously impair the 
functioning of price mechanism Under a moderate pro- 
tectwnist tariff, there is sufficient scope for the play of the 
forces of competition to determine the structure of prices 
m the protected market, whereas import quotas effectively 
check competition m the import trade 

By the substitution of import quotas for customs duties 
the executive has usurped legislative functions This 
usurpation of legislative function has made the executive 
more irresponsible to the people in formulating its 
commercial policy Besides, the burden imposed on the 
consumers imder the quota regime is more disguised and 
imperceptible to the general public than the incidence of 
import duties No wonder, therefore, if the executive has 
imposed quota restnctions more frequently and with 
dangerous consequences on the volume of world trade 

The import quota system has led to unlimited discrimi- 
nation m modem commercial policy Being arbitrary and 
rigid, the import quotas loso facto spell unfair discnmi- 
nation Further, smce the Most-Favoured-Nation Clause 
could not be applied to them, the scope for discrimination 
has increased considerably The spirit of the Most- 
Favoured-Nation Clause m the commercial treaties 
though probably not its letter is violated The principle 
of equally of treatment which is essential for the develop- 
ment of world trade, has ceased to operate Discrimina- 
tion, retaliation and trade wars have become a familiar 
feature of modern commercial policy 

The administration of the import quota system is com- 
plicated and implies continuous government interference 
into business affairs In the allotment of quotas there is 
a wide scope for favouritism between different countries 
and importers In fact, discnmmation is inherent in the 
import quota system fi' mtemaftorrai’ fnicfe cr tu devei'ap 
on normal lines, the import quotas and other abnormal 
restnctions on trade must be removed 
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EXCHANGE CONTROL 

Monetary poLcy has proved an invaluable mstrument 
of promoting foreign trade No wonder, therefore, that 
few economic questions have received so much attention 
since the setting in of the depression as monetary policy. 
In the domain of foreign economic policy, the mam object 
of a country’s monetary system is to secure relative 
stability of exchanges, with a view to maximising foreign 
trade, consistent with a reasonable mtemal economic 
stability. Reference has been made m the second chapter 
to the dislocations caused in the internal economic structure 
by the world depression Recent changes in the national 
monetary policies are, therefore, instructive because they 
show how individual countries have tried to mould their 
monetary policy to protect their economic systems from 
the ravages of the depression and repair the damage caused 
thereby Of these changes, the system of exchange 
control IS significant 

In its widest import, exchange control means the 
interference, no matter what form it assumes on the part 
of the monetary authorities in order to control exchange 
rates * Thus construed, exchange control is a %ine qua 
Tion of a stable monetary without it no interna- 

tional monetary system could exist Therefore one of the 
essentiil 'duties of a central bank is to eliminate unhealthy 
fluctuations m exchange rates and mamtam thereby the 
external stability of the national currency An unregulat- 
ed monetary system would lead to arbitrary fluctuations 
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m the relative values of different currencies and upset the 
normal movements of capital and commer^ 

Indirect or Normal Form of Exchange Control. — ^The pre 
v,ar currency system whether the gold standard or the 
gold exchange standard was based on a conscious regula 
tion of exchange rates bj the central bank$ The gold 
standard was not absolutely automatic e\ en m Great 
Bntam and still less in other countries It was the dutj 
of central banks to intervene from time to time m order 
to safeguard the stability of the currency » The fluctua 
tions of exchanges were regulated through the purchase 
and sale of gold at fixed prices in the case of gold standard 
and the purchase and sale of gold exchanges in the case 
of gold exchange standard In addition the bank rate 
was mamjjulated to minimise the flutuations Similaf]{y 
open market policy was used to control exchange rates by 
regulatmg the rate of interest Above all the foreign 
exchange during the export season and its sale durmg the 
import season was the most important instrument of 
exchange control In short the credit policy frequently 
manipulated to keep the foreign exchange r^tes within the 
gold pomts. 

Direct Form of Exchange Control.— The aforesaid devices 
constitute an indirect or normal form of ext^hange control 
With the new developments m the technique of commercial 
policy durmg the depression these form^ of exchange 
control have faded mto insignificance and instead w e hav e 
more aggressive types in the forefront These measures 
regulate the demand and supply of foreign exchange 
directly The present chapter will therefore be concerned 
pnmarily with these direct measures 

Objective of Elxchangc Control — ^The World economic 
crisis has created new problems more cornplex m their 
character requiring a radical cure Due to political 
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psychoJogJcal and economic causes the flow of abnormal 
liquid balances from one centre to another has become 
more frequent and cannot be offset by the automatic 
working of the exchanges Experience has shown that 
the effects of these movements on national currency can 
be neutralised promptly and effectively only by direct 
action, the indirect methods would hardly produce the 
desired effects under modem conditions which have 
changed considerably as compared with those before the 
war or even those of the pre-depression period This direct 
action would consist of purchasmg the exchange sold when 
these funds flow in, and to keep the exchange ready for 
re-sell when these funds flow out In the absence of such 
direct action, the inflow of funds will cause an unhealthy 
appreciation of the exchange, disturbing thereby the entire 
economic structure Besides, the central bank, having 
failed to accumulate foreign exchange, is m such a case 
faced with a choice between satisfying the demand for 
foreign exchange out of its own reserves or allowing the 
national exchange to depreciate under the pressure of the 
withdrawal of funds, with disastrous consequences Und^r 
these circumstances, the acquisition of an equivalent of 
the inflow of foreign funds is not a luxury, but a necessity ‘ 
Another important objective with which direct exchange 
control measures have been applied is to regulate the 
fluctuations in trade balances "nie classical rule, that an 
adverse trade balance automatically corrects itself if 
allowed to bring about a depreciation of exchange, does 
not hold good under modern conditions marked by 
excessive trade barriers The operation of normal 
correctives is act to be delayed, and the sufferings dunng 
the period of transition mtensified The adverse balance 
of trade has therefore, to be corrected immediately with 
the application of direct measures in the form of import 
restrictions and bilateral balancing of trade ^ 
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Exchange control is also used to guard against the 
dangerous consequences of the flight of national capitaL 
In these cases the regulations can be enforced more 
efiectnely and efficiently because of the presence of the 
owners of capital within the national boundary and th“ir 
slake in the country This flight may be either to or 
from the national currency 

Similarly, the speculative influence upon exchange 
rates must be controlled m order to permit the le^el of 
exchanges bemg determined by economic forces In 
practice howe%er, it is difficult to separate the genume 
economic farces from pure speculati\e ones The State, 
therefore, has to undertake the onerous task of determining 
the economic panty of exchange and of mamtaimng it at 
that level with the aid of exchange control measures 
Those entrusted with this highly compbeated and techni- 
cal task are ap^ to commit mistakes, either by bolstering 
up the exchange artificially at an untenable level or by 
keeping it at an unduly low level, which would prolong 
and aggravate the crisis But the scope for error can be 
minimised if the authorities are kept well informed and 
the policy is carefully planned and contmuously pursued 

Another important feature of the commercial policy smee 
the depression is the common and extended use of 
exchange control As a result of this e% en those countries 
which i^ould not be normally willing to use exchange 
control measures are drawn mto the net due to close 
international economic interdependence They have 
perforce to apply these measures m self-defence, m order 
to neutralise the ad\erse effects of exchange restrictions 
imposed by other countries Thus the contagion spreads 
Technique of Exchange ControL — The exchange rates 
may be regulated m tn o different ways The first method 
consists m the monetary authorities undertakmg to pur- 
chase and sell foreign exchange, m order to regulate the 
rates, leavmg at the same tune the right of private 
citizens to buy and sell exchange unrestneted. Here the 
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monetary authorities vary gold or foreign exchang'* 
ieser\es of the central banks or the exchange equalisa- 
tion funds to realise Iheir objective This may be called 
the British method Under the second method however, 
the freedom of market is destroyed completely the 
supply of foreign exchange is brought under the direct 
control of the State, and the private citizens are permitted 
to purchase it subject to the conditions imposed by the 
State authorities The distribution of foreign exchange is 
rationed This form of control has been developed by 
Germany The second method is certainly more strict and 
seems to have been dictated by Germany s acute exchange 
difficulties Germany could not probably attain its object- 
ive otherwise It is said that free dealings m exchange 
would have risked German economy 
The Moderate Type of exchange Control— We shall 
now proceed to analyse the moderate form of exchange 
control exchange stabilisation funds This system has 
developed since the breakdown of the international gold 
standard and represents an important departure from tra. 
ditional methods In this connection the organisation and 
working of the British Exchar^e Equalisation Account 
would make an instructive study m methodology 
The Post War British Gold Standard — At the time of the 
restoration of the gold standard in England in 1925 the 
pound was over valued by about 10 per cent It was 
expected that a rise in pnees abroad would bring about 
the desired adjustment but instead the downward trend 
of prices widened the disparity and increased the 
difiiculties of the British industries and commerce The 
British gold costa remained inflexible and unadjusted > 
Under these circumstances it was expected that the British 
industries would gradually reduce their costs of production 
by increased efficiency but the depression set m before 
the equilibrium was restored and added to the difficulties 
Notwithstanding severe strain on the British trade and 
industries the Balfour Committee m 1929 held that it 
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was unthinkable to favour a &esh departure from the gold 
standard. E\ en as late as June 1931 the Macmillan 
Committee recommended that England should continue to 
adhere to the mtemational gold standard 
Dilliculties leadmg to the Suspension of Gold Standard 
In 1931, the British balance of payments became heavily 
imfavourable, because whereas the eicports recorded a 
serious setback and the mcome from mvestments, shippmg 
and financial services dwmdled the imports ccmtmued to 
pour in their full strength The situation was serious 
Sterlmg was subject to severe stram A country’s power 
to mamtam exchange stability and its capacity to borrow 
or lend abroad depend upon the balance of its mter- 
national pajTnents and upon its credit British credit was 
also shaken, because British short-term foreign loans 
became frozen and foreign funds were withdrawn The 
result ^as a run on the pound during the summer of 1931, 
and m about two months’ time more than £200 million 
were withdraxvn from London The dram contmued and 
the attempts to support sterlmg by boirowmg proved 
fruitless ‘ The gold standard had, therefore, to be 
suspended m September, 1931 
Efiects of the Suspension. — The immediate effect of the 
suspension of gold standard was a fall m the value of 
the pound The depreciation of sterlmg stimulated British 
exports,® and checked imports The protectiomst policy 
adopted by Britain further helped to restnct imports and 
encouraged British trade and mdustnes The adverse 
balance of payments was soon corrected and confidence m 
sterling restored® As a matter of fact, early m 1932 it 
seemed that the pound would nse externally, before the 
mtemational sjstem had had tune to adjust itself to the 
new level of exchanges < 
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Thus, in 1932 the pound had to be pegged against 
upward movements At this juncture, the authorities did 
not intend to resort to 'dehfaerate under-valuation”. What 
they wanted was "to prevent changes m foreign balances 
movmg the exchange away from the equilibrium rate at 
which it was tending to settle under he influence of normal 
long-term industrial factors"^ The abnormal factors, 
calculated to upset the economic equilibrium alone had to 
be regulated The sad experiences of the sudden move- 
ments of short-term capital on large scale were too fresh 
to be neglected * These movements were often specula- 
tive and increased monetary and financial instability To 
eliminate this speculative and uncertain element it was 
thought desirable to have a separate exchange stabilisation 
fund Accordingly, the Exchange Equilisation Account 
was set up in April, 1932 It is a sub-department of the 
Treasury ® 

The Exchange Equalisation Account —The fund was in- 
tended, as aforesaid, to prevent the foreign balances from 
dislocating the exchange equilibrium, the movements of 
foreign balances had to be carefully watched and their un- 
desirable effects neutralised London had become an 
important centre for the temporary accumulation of large 
short-term balances and adequate liquid funds had to be 
provided, in the case of sudden and untimely withdrawal 
of these balances on a large scale, to protect the mtemal 
economic structure The principal function of the Ex- 
change Equalisation Accoimt, therefore, is to build up suffi- 
cient liquid resources to be able to meet these contingencies, 
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in order to prevent the short-term capital movements cither 
disturbing the external value of the pound or internal 
short-term money rales It is essential to remember that 
the Exchange Equalisation Account is not mtended to 
interfere with Jong term trends, the fundamental cnterion 
IS to elimmate temporary fluctuation in the rates caused by 
the Speculative mflux or efflux of bad money’, without 
mterfermg with the long term trend of the market Any 
change m the fundamental position is to be given full free- 
dom to work Itself out The exchange rate of the pound 
must reflect the mtemal cost and price structure That is, 
if Bntain is faced with an adverse balance of trade after 
making allowance for normal capital movement, due to 
higher cost and price structure m Britain, the Account will 
not mterfere and allow the foreign exchange value to 
decline The same policy of non mlerfcrcnce will be 
followed if the foreign exchange value of the pound rises 
due to favourable balance of trade resulting from lower 
cost and price level m Bntam. 


The Praclicc of “Offsetting”— To achieve this objective, 
the practice of “offsetting” has been followed, which pre- 
vents the short term capital movements from affecting the 
cash basis of the domestic credit structure * In the case of 
an influx of foreign balances the authonties try to meet 
the situation by selling Treasury Bills m the money market, 
which are largely purchased by the commercial banks The 
receipts of the Treasury BiUs arc utilised for acquinng the 
foreign balances m the exchange market These are 
almost immediately converted mtogold. The practice is in 
favour of gold holding* In some cases the incoming 
foreign balances are invested by their holders directly in 
Treasury Bills The result of this new mechanism is in the 
case of inflov/ of foreign balances to increase the Treasury 
Bill holdings and deposit IiabiLties of the commercial banks, 
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their cash reserves are unaffected In the case of an out- 
flow of these foreign balances, the Exchange Equalisation 
Account sells gold and with the proceeds of these sales re- 
purchases its Treasury Bills In this case, again, the 
Treasury Bills and the deposits of the banks decline and 
the cash held is unaffected 

Here, however, it is interesting to note that tfie domestic 
credit structure is not entirely immune from the effects of 
the movements of foreign funds Doubtless the absolute 
quantum of bankers’ cash reserves remains unchanged But, 
in the case of an inflow of foreign balances the volume of 
bank’s deposits increases and their cash ratio js lowered ^ 
which IS apt to raise the money rates Similarly, m the 
case of an outflow of foreign balances the deposits are 
diminished, and the cash held by the banks remaining the 
same, the ratio of cash to deposits is raised and the money 
rates tend to decline The authorities realised these reper- 
cussions, and a part of gold was transferred from the 
Exchange Equalisation Account to the Bank of England, 
to help the commercial banks to support the larger volume 
of deposits resulting from an inflow of foreign balances 
without an undue reduction m their cash ratio When the 
commercial banks show signs of contracting credit due to 
fall in the cash ratio the central bank should restore the 
cash ratio by purchase of securities Thus the Exchange 
Equalisation Fund used the "offsetting ’ mechanism to pro- 
vide a cent per cent cover for the foreign short-term funds 
invested in London to prevent a repetition of the difficulties 
experienced in 1331 in connection with the effects of sudden 
foreign withdrawals on a large scale on the intemal credit 
supply and the external exchanges* The mechanism is 
similar to the open market operations resorted by the 
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central banks under the gold standard to offset the move- 
ments of gold, there is nothing particularly new or original 
about it It has merely improved the old devices and in- 
creased their effectiveness Under a soimd banking system, 
the character and magnitude of deposits detcrmmes the 
size of the cash reserve held agamst them 


Elasticity of the Mechanism —The elasticity, which is the 
characteristic feature of the Exchange Equalisation 
Account has put invaluable check upon speculation, with 
minimum disturbance to the internal credit structure * 
Within the maximum limit laid down by the Parliament, 
for the issue of Treasury Bills, the authorities had full 
power to check the speculative tendencies to bull sterling 
Again, this maximum could itself be changed wth the 
approval of the Parliament, as was done m the Budget of 
1933 But it needs to be noted that the maximum limit 
prescribed indicated the extent to which the authorities 
would be prepared to go to regulate the undesirable dis- 
turbances to sterlmg It does not imply that the Account 
operated to its full caoacity The mere threat was often 
sufficient to check the speculators, and prevented the 
external rise of the pound 

Self-liquidating Character — Further, the Exchange 
Equalisation Account effects an automatic adjustment of 
foreign exchanges The extent or magnitude of the foreign 
reserves vary m conformity with the variations m foreign 
balances With the increase m foreign balances an equal 
amount of foreign exchanges is purchased and the adjust- 
ments between the supply of Treasury Bills and the hold- 
ings of foreign exchange arc perfectly automatic and self- 
liquidating The internal credit structure is undisturbed 


No Fixed Bate of Stabilisation — ^Thus the new mecha- 
nism of '‘offsetting" regulates the foreign bahnees so that 
thej may help, rather than embarrass the money market * 
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It has facilitated the movements of short term capital and 
used them for improving the external reserves And this 
was effected with minimum risks The reason is that the 
persons controlling the Exchange Equalisation Account are 
authorised to fix at their discretion the prices at which they 
would purchase foreign exchange and gold which elimi- 
nates the rigidity and the waste inherent in a fixed rate ' 
This new device is therefore very efficient and economic 

Interdependence Between Gold and Note Issue Weakened 
Another instructive feature of this neiv mechanism is the 
weakening of the direct mterdependence between the gold 
held by the Bank of England and its note issue Gold is 
held primarily against external liabilities, it does not 
directly regulate the infernal credit structure The acquisi- 
tion of gold and foreign exchange does not cause a corres- 
ponding increase in the British credit structure This change 
has been effected because ‘ London is now practising inter- 
national deposit banking as distinct from international 
acceptance business ’ * 

International Acceptance Business— The international 
acceptance business tends to be self liquidating m charac- 
ter ® The British houses accept and float foreign bills m the 
London money market and the time of maturity m differ- 
ent cases IS properly arranged so that the contmuous buy- 
ing and selling of sterling tends to favour the pound In 
addition the bank rate corrects m time the disturbances 
resultmg from the changes m the volume of business 

International Deposit Banking- — In the case of deposit 
banking however the conditions are entirely different The 
timings of different transactions are unplanned and un 
certain particularly when the movements of these funds 
are determined more by the political and psychological 
factors than strictly economic The adjustment between 
the purchase and sale of sterlmg therefore becomes diffi- 
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cult. To meet this difficulty it is essential that the authori- 
ties should acquire gold and foreign exchange m proportion 
to the inflow of foreign balances Further, if the inflow of 
foreign funds is due to the relatively high level of money 
rates m the domestic market, the fresh gold acquired should 
be utilised to lower the money rates and mcrease the credit 
structure, so as to effect an equilibrium between the 
domestic and foreign costs and prices Here, the orthodox 
gold standard practice would re-establish the desired equili- 
brium But when the inflow of foreign balances is due to 
pobtical and psychological causes, as has been the case 
smce the depression the normal gold standard procedure 
would add to the difficulties, mstead of removmg them It 
would deplete the resources of the suspected currency 
systems, enlarge the credit structure and weaken the 
balance of payments Therefore, the practice of “offsetting” 
has been adopted and the disturbances minimised “It 
appears, therefore, that so long as London practices mter* 
national deposit banking mstead of acceptance busmess, 
a policy of ‘offsetlmg* similar to that carried on by the 
Exchange Equalisation Account will be necessary as a 
normal feature of British monetary policy 

The Exchange Equalisation Account has been mvaluable 
m maintaining exchange equilibrium - It is interesting to 
note that durmg the years when foreign balances were 
accumulating on a huge scale in London the Exchange Equa- 
lisation Account continuously purchased gold and prevented 
thereby a rapid nse m the exchange value of sterling 
When the movement of foreign balances was reversed and 
sterling sold on a huge scale, the Exchange Equalisation 
Accoxmt sold gold readily and helped to mamtam a fairly 
steady exchange rate for sterling Thus, the mtemal 
economic structure is kent fairly immune from the large 
and irregular movements of foreign funds External in- 
fluences can no longer cause a senous disturbance to mtemal 
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credit Under the gold standard, however, with the statu- 
tory obligation to maintain the pound sterlmg at a fixed 
gold value, the money market was extremely vulnerable to 
external influences ‘Today the Bank of England is no 
longer under this obligation, there is freedom to allow the 
rate of exchange to swing more widely and by judicious 
purchases or sales of gold as foreign balances increase or 
dimmish, to take the weight of great international move- 
ments of funds without affecting internal trade credit 

The Netherlands Stabilisation Fund — ^The principle of 
“offsetting” was also incorporated in the stabilisation fund 
set up in the Netherlands on the 30lh September, 1936, for 
preventing excessive fluctuations of the florin The Fund 
was allotted 300 million gulden in Treasury bills, one*thtrd 
of which it immediately exchanged for gold at the Nether- 
lands Bank in order to provide against the contingency of 
an outflow of capital and an undue depreciation of the 
currency Thereafter the movement of capital proved to be 
definitely inward and the Fund offset this inflow by selling 
Treasury Bills and converted the receipts into gold The 
Treasury Bills held by the Fund were soon exhausted and 
its maximum capacity being Jimited to 300 million gulden 
it transferred large stocks of gold to the Netherlands Bank • 
The acquisition of gold by the Bank could not fail to 
expand the cash basis of the internal credit structure The 
offsetting capacity of the Fund ought to have been enlarged 
to meet this contingency 
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January 31, 1934, “for the purpose of stabdismg the ex- 
change value of the dollar,”^ toUowed a different metho± 
The structure of the American Fund was different It was 
composed, not of assets in domestic currency, but of gold, 
amounting to $2,000 million Of this sum, $200 milhon 
formed the workmg capital and the rest was kept mtact m 
its original gold form The contmuous inflow of gold was 
absorbed by the funds obtained from the Federal Reserve 
Banks m exchange for gold certificates equivalent in 
amount to the gold acquired. The result was an expansion 
of the credit base There was a short-lived outflow of funds 
m 1935, and this had to be met by the sale of gold Tne 
resources of the Fund declmed by $200 million and led to 
the contraction of domestic credit But it may be said that 
the huge mflow of foreign funds was only partially 
absorbed m the domestic credit structure, the rest led to 
the excessive growth of cash reserves with the American 
bankmg system. The minimum reserve requirements were 
successively increased m order to prevent excessive 
credit expansion and immobilise the bulk of the excess 
reserves as a cover for the foreign balances This provides 
the assurance that the repatriation of foreign funds can be 
effected with a minimum of disturbance to the United 
States This policy has been supplemented by another 
device Smce December 1936 the United States Treasury 
has followed the policy of “stenhsation” of gold, under 
which the gold purchases are financed, not by the delivery 
of gold certificates to the Federal Reserve Banks but, by 
the issue of additional short-term treasury obligations, on 

I According to the Secrrtarr ^ Ilx Trruurr the SUbil ntinn fund la Donniinr 
eonermrd with hour.tohour end daw lo-dee floctuetkme Id the dollep eachao]^ rate 
Umra it I* relied upon to prrrenl Woletrt fluctuetione lo eerhenge rein indued by eeute poll 

tirmi developmenti which ceime flights of repitel from one country to another I'Tien the 

exchange rate between the dollar end the mrrmcy of a eountrv with small gold holdings le 
subjected to pressure because of unfeeoaieble pnlUcal or economic derelopmcnts the fund 
can be employed, and has occnsionally been emplored In such circumstances to help stabijise 
the dollar exchange A further use of the ftmd h-s been to aseume In tlmee of stress In the 
foreign exchange market the functions nofmeUv perforrneil by pnrete operators who 
beemose of the risk Invoiced may not be wining to act at the very time when there is the greatest 
need for eerhsage Zn fyet on several occ as i o ns the ftind was virtosily the only 

source of doRar exchange As regards the future when with the restoration of normal eco- 

nomie conditions In the world gold mav leare the In led Slalee In large volume the gold In 

the SUbllisaUDD Fund snll cushion what tnght otherwise constitute a eevere shock to the 




170 MODERN COMMERCIAL POLICY 

the money market ^ Thjs is the American practice of 
“ offsetting ”* 

The French Exchange Slabiltsatjon Fund — The French 
Stabilisation Fund was set up m October, 1936, with 10 
milliard francs in gold The object of the fund was ‘ the 
regulation of the relation between the franc and the foreign 
currencies, while maintaining the parity of the franc m 
relation to gold within the limits fixed ’ by the statute The 
fund was placed under the management of the Bank of 
Franco, but it was to be worked on account of and under 
the responsibility of the Treasury The working capital 
of the fund was provided from the revaluation profits The 
assets of the Fund did not consist of national currency 
which could be sold on the domestic market to meet the 
inflow of foreign balances The result was that in the case 
of import of foreign capital the Fund had perforce to pass 
on the gold acquired by them to the Central Bank In this 
case however, duo to certain pohtica] and economic causes 
there was a continuous outflow of funds from France and 
the gold holdings of the French Stabilisation Fund were 
exhausted by June 1S37 The return flow of funds 
which took place in the last quarter of 1937 brought about 
10 milliard francs of capital back to France But inflow of 
funds stopped m December 1937 and the beginning of 1938 
saw a recrudescence of capital flight duo to political factor 
both internal and external The Exchange Stabilisation 
Fund lost large amount of gold in attempting to check the 
fall in the gold value of the French franc The new French 
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Government allowed the value of the French franc to fall 
by 10 per cent , m addition to 10 per cent fall which had 
already occurred due to flight of capital, but declared that 
no further fall m future would be allowed This led to 
repatnation of capital on a large scale, wrhich the resources 
of the Exchange Stabilisation Fund could not absorb The 
supply of francs at the disposal of the Fund had therefore 
to be enlarged 

The Swiss Exchange Stabilisation Fund — ^The Swiss 
Stabilisation Fund, set up on 30th September 1936, adopted 
a similar practice The Fund has been used to mamtam the 
value of the Swiss franc m terms of gold It started with 
the capital of 539 million Swiss francs in gold There were 
no treasury bills or other assets in national currency the 
Fund could sell to offset the import of foreign capital It 
had to hand over the newly acquired gold to the Central 
Bank No wonder therefore that the gold reserve of the 
Swiss National Bank gradually increased 

From the foregoing review it will be seen that the 
exchange equalisation funds are of two types, those whose 
mitial resources consist of assets convertible mto domestic 
currency m the open market and those whose initial re- 
sources consist of gold The funds of the former type are 
capable of neutralismg the effects of floatmg balances on 
the mtemal credit structure The structure of the funds of 
the second type does not allow them to offset the move- 
ment of short-term capita} Faced with an mflow of gold, 
they are, m themselves, powerless to prevent an expansion 
of internal credit Similarly, m the case of an outflow of 
capital they are unable to prevent a contraction of credit 
This contraction can be prevented if the Central Bank 
balances thus acquired are reinvested in the open market ^ 
The Rationing Method of Exchange Control. — ^This type 
of exchange control restricts the liberty of private mdivi- 
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dtials to deal m foreign exchanges ‘ Under the system 
several devices are used to keep the external value of the 
national currency higher, by proper regulation and control, 
than it would otherwise be In some cases attempts have 
been made to keep up the original par value of the currency. 
Germany is an inlerestmg example of this type. Another 
device is to use exchange control, after an initial depreciat- 
tion, m order to prevent further depreciation. The Danish 
currency has been rationed so as to keep it at a fixed ratio 
with the pound sterling The third type of rationing con- 
trol IS used to obtain the supply of foreign exchange for 
the payment of foreign debts at costs lov.er than would 
otherwise be possible The South American countries have 
used this device * 

The exchange control attempts to regulate speculation, as 
stated abcrve It is admitted that speculative fluctuations 
in currency systems are not desirable, because these dis- 
turbances damage the economic structure of the State 
Therefore to the extent to uhich the exchange control curbs 
the speculative tendencies, it permits, rather than prevents, 
the normal functioning of the economic system. It may be 
said that exchange control of the moderate type, described 
above, has been very successful in controlling speculation. 
One IS therefore led to doubt the desirability of resorting to 
the rationing type of exchange control for achieving this 
ob;ective, which has been adequately achieved by the more 
moderate methods.* 

It has been noted that huge international capital 
movements, characteristic of the depression period, con- 
stitute a very powerful disturbmg force to the smooth 
functionmg of the economic system These mov'ements are 
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partly due to economic and partly to political and psycholo- 
gical causes In this sphere, too, the exchange control of the 
moderate type has a creditable record. It has tried to 
isolate the movements due to economic and non-economic 
causes and the technique of the correctives apphed has 
been suitably modified to suit the conditions For mstance, 
where the movements are the result of some genume dis- 
equilibrium between the domestic and foreign costs, which 
show s Itself m a relatively high level of money rates m the 
local market, the Central Bank, on the entry of foreign 
funds, acquires gold, uses the same for mcreasing the credit 
structure, lowers money rates and helps thereby to raise 
the domestic cost and price structure m conformity with 
the normal gold standard procedure The lowering of 
money rates m the domestic market checks the influx of 
foreign balances This is not all Soon after the equili- 
brium between the domestic and foreign costs is established, 
the foreign deposits wnll gradually flow out, wnthout dis- 
turbmg the mtemal economic structure The practice of 
“ offsetting,” described above, tries to neutralise the effects 
of the movements of foreign balances, on the mtemal credit 
structure, due to causes other than the disequilibrium 
between the internal and external cost and price structures 
In the case of the rationmg type of exchange control, how- 
ever, the restrictions are anplied mdiscnmmately against 
every kind of capital movements which often add to the 
disturbances they attemot to resnet and cause irreparable 
damage to the economic system 

The use of the rationing type of exchange control, to 
mamtain the ongmal par value of the currency, has some- 
times been defended on the nlea that it helps to restrict the 
mcrease m the external debt burden. German government 
has often advanced this argument It is difficult to appre- 
ciate the efficacy of this expedient The defence of the old 
par has hardly helped to reduce the real burden of debt 
payments for the German people In new of the deprecia- 
tion of the pound and the dollar, in which currencies most 
of the German foreign debt was contracted the German 
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mark could have availed of the proportionate depreciation 
without any increase m the debt Besides smce the foreign 
debt payments are made by means of an export surplus of 
commodities Germany, by keeping the mark at its old par, 
cannot charge for her commodities prices higher than those 
she could have done under a proportionate depreciation of 
her currency The German attempts to maintain the old 
par value of their currency would have adversely affected 
their trade and mdustnes New methods were devised by 
Germany and other countries to counter the economic difli 
culties These new methods implied a more strict control 
and rationing of foreign exchange To understand in full the 
economic implications of these new devices it is essential 
to examine the structure of rationmg type of exchange 
control m greater details with special reference to modem 
Germany 

Economic Conditions m Germany— The tendency to 
wards a slump which was discernible in 1929 became 
much more pronounced in 1930 There was a world wide 
fall m gold prices especially of foodstuffs and raw materials 
which was accompanied by a universal contraction of m 
dustnal production and of money incomes The economic 
consequences of the setting m of the depression became 
more serious for Germany due lO decrease m the imports 
of foreign capital which pra ti ally ceased in the second 
half of 1930 With the ce^Mon of foreign credits the 
internal market both for imports and for domestic goods 
contracted and the reparation payments together with 
accumulated mterest had to be met largely out of taxation 
Further it led to a continued rise in real wages and in 
creased the cost of the maintenance of the growing number 
of unemployed The burden of taxation therefore mcreased 
The economic conditions of German agriculture had also 
materially deteriorated ‘ The Reichstag elections in Sep 
tember l^SO wfiicii recorded isrge gains both to the National 
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Socialist and the Communist parties, shook mternal con- 
fidence and led to a flight of German capital abroad.^ In 
March 1931 the French bitterly opposed the proposal for a 
customs union between Germany and Austria and with- 
dre%v considerable sums from Germany m order to exert 
political pressure These developments shook belief m the 
efforts made to secure economic stability m the post-war 
Europe 

The collapse m May 1931, of the most important Austrian 
h ank, the Credit Anstalt, gave a rude shock to those who 
believed m the success of post-war economic policy and the 
stability of the economic structure of the world. Germany 
suffered most from this catastrophe There was a flight of 
capital on large scale from Germany Foreign creditors 
began to recall their German funds on a large scale The 
magnitude of the funds withdrawn was so great that the 
Reichsbank was forced to withdraw its support of the very 
important Darmastadter and National (Danat) Bank, which 
was compelled to close Us doors on July 12, 1931 The 
failure of this bank led to a general run on all the banks 
and savings banks, and the Government had to close all 
banks and other credit msUtutions on July 14, 1931 They 
were re-opened on August 5, subject to a Reichsbank dis- 
count rate of 15 per cent 

In view of the foregomg difficulties, all foreign exchange 
dealings were centralised with the Reichsbank on July 15, 
1931, and later foreign exchanges were brought under offi- 
cial controL® This was not enough To meet the problem 
of foreign debts the German Government had to enter into 
standstill agreements These agreements provide for 
'acceptance credits’ and cash advances First standstill 
agreement was entered mto with foreign creditor banks, on 
September 1, 1931, to remam m force till March 1932, for 
Testnctmg the withdrawal of short-term commercial and 
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financial credits amounting to 6 milliard RM Under the 
Agreement, German banks were required to obtain from 
their clients either valid acceptances or promissory notes 
to be held in trust as a collateral security for the foreign 
creditors Further, the German banks were required to 
devote the payments made by their clients in respect of 
these bills to buy foreign exchange for remittances to foreign 
creditors against outstanding acceptances If the requisite 
foreign exchange could not be supplied, payment had to be 
made to the Reichsbank mto the account for the foreign 
creditor who should be entitled to dispose of his balance as 
best as he could after three months The German debtors 
were also required to cover all acceptances on maturity 
with either cash or “replacement” bills, which could be re- 
discounted by the creditors in their countries The Gold 
Discount Bank undertook to remit the payments on accep- 
tances in three equal annual instalments The foreign cre- 
ditors agreed to maintain their advances, but they were 
given the right to arrange with their debtors for the repay- 
ment of credits due, on condition that they held a similar 
amount in credit facilities at the future disposal of the 
debtors 

The abandonment in September, 1931, of the gold 
standard by England and a number of other countries and 
a great extension of foreign exchange control, quotas, and 
import restrictions throughout the world put a very severe 
strain on the German economic system To meet the new 
situation Dr Brumng’s Government accelerated the process 
of deflation The immediate effects of this policy were to 
accentuate the depression Steep fall m prices, wages and 
profits with rising unemployment,^ led to a material 
dimunition in the total money income and in the effective 
demand for both imports and domestic output Every con- 
traction m income led to a further contraction of employ- 
ment So far as industrial structure is concerned, the 
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greatest volume of contraction was expenenced in the m- 
vestment goods mdustnes Disinvestment was takmg place 
m workmg capital, the volume of replacements diminished. 
As regards German agriculture, full force of the contraction 
of mcomes and purchasmg power of the people was felt by 
the German farmers The declme m agricultural incomes, 
m its turn, contributed to contract the market for industrial 
goods The state of public finances was much more serious 
The volume of pubhc mdebtedness had mcreased enor- 
mously, and the pubhc bodies were crippled by the mterest 
payments they had to make Further, the declme in out- 
put, together with the liquidity of the banks foUowmg the 
crisis of Julj, 1931, restricted severely both the supply of 
and demand for credit Private savings had almost dis- 
appeared 

To allmate the situation so far as foreign creditors were 
concerned, second Standstill Agreement was entered into in 
February, 1932 The creditors agreed to mamtam their 
short-term credits for another year The credit base was 
extended and arrangements for the progressive repayment 
of ‘imavailed’ portions of the outstandmg credits were made 
A partial consohdation of unsecured advances was provided 
for Creditors of certam funds were given the option of 
mvestmg their funds in Germany The creditors were 
entitled to an imtial 10 per cent permanent reduction of 
the outstandmg credits The creditors who foxmd the un- 
availed portion of the credits placed at the disposal of their 
debtors insufficient to effect the aforesaid 10 per cent mitial 
reduction were to be given a preferential right or repay- 
ment at the subsequent reductions imtil this mitial defi- 
ciency had been made up This provision mtroduced an 
element of discnmmation Further, a trust fund was 
created at the Keichsbank mto which German bank- 
debtors were to pay assets equal to 5 per cent of the un- 
secured cash advances and the Reichsbank was to issue 
collateral trust certificates against those unsecured advan- 
ces The creditors were also gi\en the right to comert 
unsecured advances into Reichsmarks for long-term m\ est- 
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went m mortgages, real estate, securities, etc These 
provisions gave a definite mould to the system of ‘blocked 
marks’ to be discussed m the subsequent section 
As regards the internal recovery. Dr Bruning’s deflation- 
ary policy did not succeed m improving the situation The 
Von Papen Government, which replaced Dr Bruning’s, 
formulated a definite policy to stimulate mvestment and 
mcrease employment The issue of tax certificates and a 
programme of public works were the most important 
features of this policy The Papen Government was, how- 
ever, short-lived The National Socialist regime' under 
Herr Hitler, which came into power on January 30, 1933, 
adopted a more definite policy and a vigorous drive to cure 
unemployment The National Socialists, on commg into 
office, took over a number of measures which were adopted 
by Bcuning and Papen Governments to cure unemploy- 
ment, perfected them and applied them on a more extensive 
scale * with a firm determination and will to improve the 
economic structure of Germany and its military might. 
The rationing type of exchange control was an important 
feature of this policy 

Purposes of Rationing Method of Foreign Exchange 
Control —Foreign exchange regulations differ considerably 
from country to country according to the economic condi- 
tions of the countries resorting to them and the objectives 
they were intended to achieve These difficulties were 
partly financial due to the withdrawal of capital excessive 
burden of foreign debts and the shortage of foreign 
exchange, they were partly psychological due to the lack 
of confidence in the currency both at home and abroad, fear 
of devaluation and hvper-inflation or the fear of an absolute 
collapse of the banking and financial structure of the 
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country, and, the difficulties were partly econonuc, due to 
diminution of the export markets, the collapse of prices, 
the imposition of quotas and other trade restrictions abroad, 
leadmg to an adverse balance of payments and a general 
economic disequilibrium. The more important reasons for 
mtroducmg exchange control may therefore, be briefly 
noted. 

1 To Stabilise the Exchange Rales — A number of countries 
mtroduced exchanged control m order to prevent deprecia- 
tion of their currencies when they found that the ongmal 
exchange rates could not be mamtamed. To this group be- 
long Germany Hungary Czechoslovakia, etc These coun- 
tries mtroduced exchange restnctions m order to maintam 
fixed and arbitrary rates of exchange at any cost This was 
a faulty policy to adopt As a result of this faulty policy 
economic difficulties of these countnes increased. Therefore 
the basis of exchange restrictions was widened and they 
were enforced more stnctly and ngidly The methods of 
supervision and allocation we^ very carefully thought out 
ard scrupulously enforced 

2. To Conserve the Gold Sapply.— With the settmg m of 
the depression pressure on the gold resources of certam 
countnes debtor countnes m particular had mcreased. 
This meant that if gold standard was to be mamtamed, a 
fall m gold stocks would lead to deflation and unemploy- 
ment Abandonment of the gold standard they thought 
would lead to hyper inflation, for which they were not pre- 
pared. This stram on gold resources of the debtor countnes 
was due largely to the faulty pohcy adopted by the creditor 
countnes who almost decimed to receive payments m 
goods. To prevent deflation of their gold resources and a 
consequent collapse of their economic system, the debtor 
countnes were compelled, m self-defence, to resort to 
exchange restnctions 

3 To Prevent the Flight of CapitaL — The flight of capital 
on a large scale, distmct from normal mo\ements of capital 
due to higher rates of mterest presents a very senous pro- 
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blem, because it causes a serious setback in. the economic 
activity of the country affected All classes of people are 
adversely affected and the financial structure is threatened 
with a collapse The measures that may be taken to pre- 
vent the catastrophe must necessarily be prompt and 
effective Exchange restrictions are, therefore, mtroduced 
to check the flight of capital The nature and extent of the 
exchange restrictions differ according to the intensity of 
the flight and the causes responsible for it For instance, if 
the flight of capital is due purely to speculation, it can be 
checked with relatively simple restrictions Similarly, if 
the flight is due to temporary disequilibna m the economic 
structure of the country, it may be checked by suitable 
regulations reinforced by a proper economic policy calculat- 
ed to restore the required equilibrium If, however, the 
causes are more deep-rooted, the remedy, to be effective, 
must also be more radical and strong, the restrictions 
must be rigid and stringent 

It is necessary to note that exchange restriction, to be 
successful in checkmg the flight of capital and runs on 
deposits, m countries where people had lost confidence, 
had to be supplemented by an effective regulation of com- 
modity trade To make the restrictions more effective and 
prevent evasion both financial and commercial transactions 
had to be controlled Therefore, exchange restrictions 
have been mvanably extended to cover commodity trade 

4 To Assure Essential Imports — ^The countries which were 
faced with the shortage of foreign exchange could not 
permit free imports They had to discriminate between 
imports to make the most effective use of limited foreign 
exchange they possessed Further, due to the policy 
of economic self-sufficiency adopted by most of the 
advanced countries, imports were being regulated gene- 
rally The fear of war was also responsible for 
producing all essential products within national boun- 
daries and securing an adequate supply of those 
which could not be produced Imports, therefore. 
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T>iere broadly sub-divided into essentials and non- 
essentials Exchange restnctions were introduced to secure 
an adequate supply of essential imports If there was sur- 
plus of exchange it could be used for non-essential imports 
Strict rationmg of foreign exchange was resorted to and all 
importers had to obtam an official permit. For instance, 
m Germany, before Dr Schacht took charge of the Ministry 
of Economics m July 1934, importers were given foreign 
exchange allotment m proportion to the amount they had 
imported before 1931 This allotment was gradually reduced 
due to financial and exchange difficulties In February 1934 
the allotment was 50 per cent , but by May it had fallen to 5 
per cent., and later day-to-day allotments w ere made, based 
cn the Reichsbank’s mtake of foreign exchange In Septem- 
ber 1934 Dr Schacht announced the so-called New Plan for 
foreign trade Under the new arrangements the former 
system of foreign exchange allotment by quotas was re- 
placed by a system under which a foreign exchange certi- 
ficate had to be obtamed for every indiv’idua] transaction 
before a defimte order could be placed and goods imported.' 
Other devices were used later, which we shall discuss 
presently 

It IS essential to note at this stage that though one of the 
objects of exchange control has been to improve the balance 
of merchandise trade by restnctmg imports, m practice, the 
exchange restrictions have had adverse effects on the export 
trade In the first place, exchange restrictions created a 
unde disparity between the internal and external pnce 
structures, the mtemal price levels of the countries ration- 
ing foreign exchange were much above the world pnce 
leveL This was due to the pohcy of credit expansion 
adopted by them. As a result of the relatively higher 
internal pnce structure the export abihty has been ad- 
versely affected. Goods exported by the countnes resort- 
ing to exchange control became dearer, due to the over- 
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valued internal currency and relatively high pnces in 
terms of domestic currency Besides, due to exchange 
restrictions export trade becomes imattractive Hence 
export subsidies on a large scale were offered to stimulate 
the exports Notwilhstandmg these encouragements 
export trade of exchange control coimtnes has gradually 
declmed and increased the adverse balance of trade Thus, 
exchange control has tended to increase the defect it 
was intended to remove 

5 To Provide Exchange for Meeting External Debts of the 
Government — Certain governments had huge debts to be 
paid Germany was the most important country belonging 
to this group The German Government had a huge burden 
of reparations Further the German Government financed 
reparations out of foreign loans This policy concealed 
from the creditor countries the real economic position of 
Germany and its ability to pay reparations and the pro- 
blem of transfer Under normal circumstances Germany, 
given the ability to pay the reparations would have been 
able to pay only if she was allowed sufficient export surplus 
and the creditor countries accepted a sufficient import sur- 
plus Germany introduced exchange restrictions partly to 
meet these claims She entered into standstill agreements in 
the earlier stages In June 1934 however transfer of interest 
by foreign exchange payments was completely stopped m 
principle and foreign creditors were offered ten year Fund 
ing Bonds bearing interest at 3 per cent This led to the 
negotiation of Payments Agreements In addition an ex- 
tensive system of private compensation agreements grew up 

6 To Serve as a Bargaining Instrument — Exchange re- 
strictions have been used to bargain for concessions or to 
secure a relaxation in the ngidity of the rationing of foreign 
exchange The authorities have used exchange control to 
discriminate between different countries m respect of the 
imports of a particular commodity while allocatng foreign 
exchange and have favoured some at the cost of others 
Germany for instance gamed substantial commercial ad 
vantages by shrewd bargammg with the help of exchange 
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control She used exchange control to facilitate econonuc 
penetration in the neighbouring countnes, particularly 
those of the South-Eastern Europe 

7 To Plan the Economic System. — ^Exchange rationing is 
used to plan the economic structure of the coimtry so as to 
reduce its dependence on the foreign supplies The desire 
for autarchy and military power have led to the mtroduc- 
tion of * steered economy ’ Inits v, orking exchange control 
has recorded a marked success m this direction The entire 
economic structure of Germany has been regimented* and 
reshaped and its military machine renovated with the assis- 
tance of exchange control Both the strength and vnilner- 
ability of the new German economic system is largely due 
to exchange controL 

Important Methods of Applying Exchange Control 


1 Use of more than one Rate of Exchange.— In certain 
countries the ofllcial rate of exchange is available only for 
certain purposes, and the rest of the transactions are allowed 
at a discount over the official rate Several of the South 
Amencan countries have more than one rate of exchange 
for their currencies Argentine has an official rate for 
dealings in foreign exchange derived from regular exports, 
and a “free” rate for foreign exchange derived from supple- 
mentary exports Same is the case with Bulgaria Bolivia 
Brazil Chile, Columbia and Uruguay This method is more 
elastic than the policy of vigorous centralisation under 
goiemment authorities Germany has followed the prac- 
tice of ngid centralised control Tbis partial recogmtion of 
the unofficial market is due to the desire to permit capital 
movements and impart flexibility m exchange regulations 
For instance m Bulgana the exporters after surrendenng 
a certam percentage of their foreign exchange at the official 
rate were authorised to sell the remainder in the free 
market, which they did at a substantial premium In 
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Argentine there were two recognised rates for the peso. 
The official rate, which appbed to dealings m foreign 
exchange denved from regular exports, was stabilised at 
15 pesos to the pound sterling in January 1934 for the pur- 
chase of foreign currency and at 17 02 pesos to the pound 
sterling for sales The “ free ” rate was applicable to foreign 
exchange derived from supplementary exports, liquidation 
of “blocked” accounts, etc In December 1936 the official 
selling rate was reduced to 16 pesos to pound sterling 
After the introduction of exchange control in October 1931, 
Bolivia had two and sometimes three rates of exchange 
for its national currency A Decree issued in January 1935 
established two legal rates the official rate and the export 
rate Further, it determined the percentage of foreign 
exchange, varying according to commodities, which ex- 
porters were required to sell to the Banco Central de 
Bolivia at the official rate and the export rate In Brazil, 
according to the Decree of February 1935, 65 per cent of 
of the foreign exchange derived from exports was permit- 
ted to be sold at the free rate and the remainder was to be 
handed over to the Banco de Brazil at the official rate In 
Chile there were four rates of exchange the official rate, 
export rates, compensation rates and free rates Colombia 
had two rates for the peso the official rate and the free 
rate 

2 Subsidies on Exports and Restrictions on Imports — In 
certain cases, the exchange control regulations permit 
special concessions to particular commodities for export 
markets and to special countries These concessions are 
intended to promote export trade and in respect of definite 
commodities So long as there were a number of countries 
with free currencies, exports to these countries were bound 
to bring to the exporter a “healthier” currency, for which 
the authorities were prepared to pay a higher price, not 
merely to encourage exports to these coimtries, but also to 
have more free exchange Hence premia over the official 
rate were allowed m these cases The premia over the 
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official rate allowed to exporters varied according to 
commodities and the countries o£ destination. The importers 
were required to pay surcharges over the official rate, in 
order to deter them from purchasing abroad. Selective 
rationing of foreign exchange v^^s resorted to. Here the 
object IS to secure an improved balance of trade and more 
foreign exchange by restncling non-essential imporis and 
encouraging exports. For instance, according to the ex- 
change control regulation introduced in Hungary, the 
National Bank of Hungary allowed premia on the foreign 
exchange handed over to it by exporters, and levied sur- 
charge on the foreign exchange allotted to importers. The 
amounts of such premium and surcharge rates originally 
varied in accordance vrith the class of commodity dealt in, 
and with the eoimtry of origin from which the goods 
were imported or the country of destination to vrhich 
they were being exported. In December 19J5, how’ever, the 
rates were unified at &0 per cent ior premia and 53 per cent, 
for surcharges, with the exception of certain countries lor 
vrhich lovrer rates were fixed. In Rumania, the National 
Bank gave premia to e xp orte rs varying from 10 to 40 per 
cent from June 1935 and imposed a surcharge of 44 per cent 
on importers. In December 1935 the various premia were 
replaced by one single premium rate amounting to 33 
per cent, of the official exchange rate, in the case of cur- 
rencies that vrere not subject to any restriction, and an ad 
valorem tax of 12 per cent was imposed on all imports. 

Blocked Accounts used to Aid German Exports. 

Germany has developed and perfected the system of blocked 
accounts in order to aid, inter alia, German export trade. 
To be able to understand the implications of this system, 
which is an important part of the German exchange control 
mechanism, it is essential to trace the origin and analyse 
the methods of utflisatioa. We will, therefore, ex pla^^ the 
nature of different kinds of blocked roarV?; 
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I Free Reichsmark Accoimt* — ^These are accounts created 
since July 1931 at a German bank by a foreigner in his 
name from the proceeds of the sale of foreign currency, 
which he himself has paid in, or which has been paid m by 
another foreigner, or by a resident m Germany with the 
permission of Foreign Exchange Authorities The foreign 
owner can freely dispose of such an account within Ger- 
many The exchange of a free Reichsbank credit into 
foreign currency cannot be effected without the permission 
of Foreign Exchange Authorities 

II Credit Blocked Accounts — ^These are created by (a) 
proceeds from the sale of inland property (b) proceeds 
from the repayment of loans mortgages etc which were 
granted by a foreigner before the 16th July 1931 (m the 
case of a foreign bank before the 9th October 1931) and 
which are not governed by a Standstill Agreement Credit 
blocked accounts can without permission be used to pur- 
chase German Reichsmark securities with certam excep 
tions E\ery other withdrawal needs the written approval 
of the Foreign Exchange Office which will as a rule be 
given for the following purposes — (i) For long term in 
vestment in Germany such as on mortgages purchase of 
real property etc If the mortgage is repaid or the property 
IS sold the proceeds must be paid back into a credit blocked 
account again (ii) To pay expenses of a non business 
journey in Germany of the original holder of the account 
members of his family and suite up to a maximum of 
RM 2 000 per person per month The journey may only 
be for holiday or health reasons and the amount released 
must actually be used for travelling expenses within 
Germany These accounts may also be used for the expense 
of a stay for study purposes but not for business purposes 
(ill) Gifts by the original holder of the account for personal 
issistance of relations or for subscription to social religious 
or other bodies or for appropriate grants to persons entitled 
to assistance in Germany (iv) Payment to German rest 
dents of costs connected with the creation or admmistration 

1 A de R»»lin nC-D E«*0P1C In GfrmaiiT pp SI 8« 
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of the blocked accoiuit (court fees, legal charges, bank 
charges, etc ) (v) Payment of taxes of the onginal holder of 
the accoxmt (vi) For payment of 23 per cent of the in% oice 
price of nev/ orders of German goods or for services of 
firms m Germany for the account of the original holder of 
the accoimt The remaining 75 per cent of the mvoice must 
be paid in foreign currency or free Reichsmarks Permission 
to use blocked credits m this way is not gi\en for goods to 
be exported to the U K. Finland, France Italy, the 
Netherlands Austria, Rumania or Switzerland, ovnng to 
the Payment or Clearing Agreements entered mto v ith 
these countries 

in. Note Blocked Account. — ^Thes'^ are created by the 
Reichsmark Notes which are sent to Germany wnth instruc- 
tions to pay them into a blocked account Under a law 
dated 6th December IdSo it is forbidden to bring Reichs- 
mark Notes mto Germany from abroad to an amount exceed- 
ing R3I 30, except for pajmcnt info such a blocked account 
These accounts can, vnthout permission, be used to purchase 
German securities vnth certam exceptions With the per- 
mission of the Foreign Exchange Authorities these acccimts 
may be used to a limited extent (a) for loans on mortgages 
or loans to residents m German> for participation m Ger- 
man firms or compames in each case for at least fi%e years, 
(b) for part of the purchase price of real prepertj Dealings 
m the property can only be effected by permission of the 
Foreign Exchange Authorities Further these accounts 
are m principle on the same footmg as credit blocked 
accoxmts held by a person other than the onginal holder 
If real property is purchased with these notes 50 per cent 
of the pnee must be paid m foreign currency, and m the 
case of new buildings at least 25 per cent of the costs must 
be provided m foreign currency 

IV Old Credits, — ^These are bank depo'its ofa foreigner in 
Reichsmark or foreign currency which existed pnor to the 
I6th July, 1931 and which are not the subject of a Stand- 
still Agreement These accounts can be utilised m the 
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same manner as credit blocked accounts, except that only 
25 per cent of the amount standmg m the account on the 
1st April, 1932, can be dealt with unless the Bank at which 
the Account is held gives permission for the utilisation of 
a further 25 per cent 

V. Emigrant Credit Account.— These are credits m a bank 
of a person who has given up his residence m Germany and 
removed abroad since the 3rd August. 1931 Repayments of 
loans, payments of claims, proceeds of sale of property 
which accrue after emigration are also paid into the Emi- 
grant Credit Account These accounts can be operated in 
the same manner as credit blocked accounts 

VI. Securities Blocked Accounts. — These arise from pro- 
ceeds of sale of securities (except Gorman Foreign Loans). 
Where the blocked accounts arise from proceeds of securi- 
ties which were the properly of the foreign owner on the 
15th April, 1932, it may be utilised roughly in the same 
manner ns credit blocked accounts Security blocked ac- 
counts which have been brought or otherwise acquired 
since the above mentioned date, cannot be used to purchase 
long-term investments other than German inland shares 
and securities 

VII. Special Blocked Accounts — With the permission of the 
Foreign Exchange Authorities, interest and dividends, rents 
and other similar regular payments, as well as regular 
amortisation payments from deposits, credits, mortgages, 
participations in firms, or loans, may to an appropriate 
amount be paid into a special account in a bank authorised 
to deal in foreign exchange Special blocked accounts may 
be used by the foreign owner of the account for making the 
following payments (a) gifts to relatives for personal 
financial assistance, or to social, religious or other societies, 
or for an appropriate amount to persons in Germany with 
a proper claim to support, (b) for services rendered by 
German residents in connection with the creation and ad- 
ministration of the account or other blocked money or 
property in Germany, (c) payment of taxes on the holder’s 
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capital or income in Germany, (d) travelling expenses on 
a non-busmess holiday m Germany for the holder, mem- 
bers of his family and accompanymg servants up to R M 
2 000 per person per month The Foreign Exchange Autho- 
rities may authorise other payments within Germany but 
not pajments for goods, nor for loans or mvestment in 
landed property or m busmess 
vni Con\ ersion OlHce Credits — ^These are created by pay- 
ments of mterest, dividends, regular payments arismg from 
deposits, credits, loans, mortgages, participations in busmess 
and other mvestments of foreigners m Germany where the 
capital was m Germany before 16th July, 1931 Payments 
have normally to be made by the German debtor to the 
Conversion Office In respect, of interest, etc, (but not 
amortisation) payments received, the Conversion Office 
offers British creditors 4 per cent Funding Bonds matur- 
ing on the 1st January, 1945, on the understandmg that the 
acceptance of the Funding Bonds is m full settlement of any 
coupons etc, funded \^ere a foreign creditor does not 
wish to accept Fundmg Bonds his credit m Reichsmarks re- 
mams with the Conversion Office, but earns no mterest In 
special cases permission can be given to use these credits 
for payments withm Germany for taxes, non-busmess 
travellmg expenses or gifts to needy relatirres 
K. Clearing Agreement Accounts —Germany has conclud- 
ed clearing agreements with the more important countries 
These agreements provide for a mutual clearmg of the 
claims lor exports Payments in Reichsmarks is made into 
the Reichsbank to the credit of the National Bank of coun- 
tries with which clearing agreements have been made fo- 
imports from those eoimtries The Reichsmark credits are 
then used to pay German exporters for their exports to the 
same countries A similar procedure is foUowed in the other 
country Conversions between Reichsmarks and the cur 
rency of the other country are made at the official rate of 
exchange in the case of strict clearings but there are some 
exceptions where the Reichsmarks are disposed of at a 
discount 
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X. Foreigner’s Special Accounts for Inland Payments 
(ASKI).— -These accounts are opened at German banks with 
the permission of the Foreign Exchange Authonties in the 
names of foreign firms tradmg with Germany for the ac- 
ceptance of Reichsmarks in payment of exports to Germany 
The foreign firms are then allowed to pay for one-third of 
the value of German goods which they purchase from 
credits in the account on condition that the balance is paid 
in free foreign currency This form of account is no longer 
permitted in Anglo-Gcrman trade, and is restricted to very 
small classes of goods m trade to many other countnes 
With certain foreign countries, hdwever, Aski accounts are 
used as the basis of the entire mutual trade, and the Aski- 
Marks are normally sold at a discount 

XI. Register Mark Crcdlls —These arise out of short term 
credits made hy foreign banks before the 1931 crisis, which 
are subject to Standstill Agreements between the foreign 
bank creditors and the German banks and other debtors 
These credits can, under certam conditions, be called up for 
payment in Marks, called Register Marks Register Mark 
Credits can be utilised for investment within Germany, for 
tourist expenses and for certain other purposes 

XII Tourist Special Accounts— According to regulations 
issued by the Reichsbank, foreign bank credits and other 
authorised institutions, including foreign travel agencies, 
may acquire Register Marks, pay them into Tourist Special 
Accounts, and sell “Travt* Cheques” or letters of credit 
drawn on these accounts to foreign travellers to Germany 
The latter may cash such cheques in Germany up to an 
amount of RM 50 per day, m special cases where a letter 
of recommendation is granted RM 100 per day may be 
drawn Marks obtained by cashing these cheques may only 
be used within Germany and for the following purposes' 

(a) Faros on German railways, motor traffic concerns and 
inland shipping companies for journeys withm Germany 

(b) Reservation of accommodation on German and foreign 
marine and air vessels for journeys to and from Germany 
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(c) For hotel and other e:q>enses Foreigners staying in 
Germany for study purposes may, with special permission, 
draw Register or Travel Marks Register or Travel Marks 
not spent before leavmg the coimtry must be sold to a 
foreign exchange bank. They cannot be taken out of the 
country 

XIIL “Nommterest Bearing Reichsmark Trustee Credits 
and “Tourist Special Account IT'. — Interest payments on 
Dawes and Young Loans m so far as they are not dealt with 
in Transfer Agreements made with different coimtnes may 
be paid mto a non-mterest bearing account m Berlm Credits 
in this account may be used with the permission of the 
Reichsbank. for the following purposes — (1) For the pur- 
chase of German bonds and shares which are quoted on a 
German Stock Exchange m terms of Reichsmarks (2) For 
investment m long-term loans and mortgages (3) For the 
acquisition of landed property withm Germany or for other 
property with the approval of the Reichsbank. (4) For pa>- 
ments of expenses for a temnoraiy visit m Germany 

From the foregoing review it will be seen that German 
Government has built up a complicated method of blocked 
accounts to aid German economic recovery and export trade 
and to mcrease the stock of foreign exchange at its disposal 
The prohibition under foreign exchange regulations of the 
repayment of capita] sums due to foreigners and a complete 
moratorium on interest payments depressed the prices of 
all German securities and property rights held bj foreigners 
abroad But these very securities remamed at full, or, at 
any rate, greater value to residents in Germany who could 
receive payment of the whole mterest and therefore the 
pnce quoted m Germany were much higher than abroad 
German firms wishmg to sell goods on the world market, 
but findmg it impossible to do so owing to lower prices of 
competmg foreign firms could, with the permission of 
foreign exchange authorities purchase German bonds or 
shares with foreign exchange at the depreciated foreign 
market figure, repatriate them, and sell them at a profit on 
the home market, the profit bemg used to compensate the 
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German firm for loss on export transaction Similarly, 
these blocked accounts could be bought up by the German 
firms at a heavy discount, and the profits made on such 
transactions, which could only be carried out with the per- 
mission of foreign exchange authorities, had to be devoted 
to subsidise exports Great Britain is also building up 
“special’ or “Registered” accounts and the “free” sterling 
market is rapidly disappearing 

“Scrip Certificates" were used to encourage German ex- 
ports Under the German Moratorium Law of June 1933 
regular payments on long and medium term loans, mort- 
gages, investments, etc, due from German Nationals to 
foreigners had to be made in Reichsmarks into a “Conver- 
sion Office ”1 Out of this Reichsmark fund up to the end of 
1933 half the amount owed was transferred to the foreign 
creditor m his own currency, for the other half he was given 
‘ Scnp Certificates” The proportion alloted m foreign 
currency was gradually reduced The scrip certificates 
were repurchased abroad by bank agents of the German 
Gold Discount Bank at half their face value The profit 
made on these transactions was used to subsidise exports 
which, but for a subsidy, could not compete with foreign 
goods on the world market* Notwithstanding the induce- 
ment, German exports declined from 13480 RM in 1929 to 
5,260 RM m 1938 

Besfriclions on Imports mio Germany —Under the system 
of foreign exchange control in force from 1931 to September 
1934, German importers were given a free foreign exchange 
allotment in proportion to the imports before 1931 Within 
this allotment they could pay lor imports m their own line of 
business This system broke down completely m June 1934, 
when the quota granted to importers had been progressively 
reduced between February and May from 50 per cent to 5 
per cent of the ongmal figure and finally to day-to-day 
allotment based on the Reichsbank’s intake of foreign 
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lats to the pound sterling, was legally linked to sterling at 
a rate of 25 22 lats to the pound This led to depreciation 
of the lat 1 The German authorities took special measures 
to counter the depreciation of Mark - But the system of 
“blocked" marks enabled them to initiate a peculiar type of 
depreciation of their currency Dr Schacht resorted 
to disguised and differential method of depreciation 
by creating different types of Marks for stimulating 
German exports at the cost of foreign investor Un- 
der the circumstances; there were two ways open to 
Germany to maintain her foreign trade and safeguard her 
balance of payments, one of internal deflation by cutting 
costs and prices and the other to depreciate the exchange 
rate of the Mark Dr Bruning had selected the method of 
deflation But Dr Schacht, as the Minister of Economics 
under the National Socialist Government, selected the latter 
alternative to mitigate unemployment He resorted to in- 
flationary finance of an extensive scheme of public works 
huge rearmament programme, labour camps etc This led 
to higher wages and increased thereby the wages bill of 
the industry Thus the cost and price structure recorded a 
marked upward trend Under such conditions German 
exports could not compete in the world market and had to 
be subsidised with the help of " blocked marks ” 
This practice was also followed by a number of 
coimtnes in Europe and in Latm America although Ger- 
many IS most important Since England went off the 
gold standard in September 1931, the currency system of 
several countries were faced with increasing difficulties 
The countries thus affected tried to maintain the stabilitj 
of their currencies by controlling the transfer of funds 
abroad At the same time strenuous efforts were made to 
acquire more foreign exchange The ingenious method of 
“blocked” Marks enabled Germany to reap in full the ad- 
vantages of currency depreciation and at the same time to 



EXCHANGE CONTROL 


103 


sustain the fiction that she was still adhering to the gold 
standard by maintaining the nominal parity of the Mark ' 
4 Restrictions on the Export of Capital — Due largely to 
depression and the economic policy pursued by the creditor 
countries the currency sj stems of the debtor countnes were 
subjected to heavy strain Capital tended to flow out dut 
to political and psj chological reasons Discount policy 
could not be efiectue in reversing the flow To prevent 
the financial system from utter collapse these debtor coun- 
tries in particular were anxious to check the outward flow 
of funds For instance German Government in the carl’cr 
stages tried to check the flow and subsequently m 1934 
prohibited export of capital and effectively regulated foreign 
exchange transactions by an extensive and centralised 
administration All claims of foreigners were ‘ blocked ’ 
and an intricate system of “blocked accounts" was built up 
The transfer restrictions were found inadequate in effcc- 
titcly stopping the efflux of funds and had therefore, to be 
supplemented by the blocked currency system which defi- 
nitely regulated the transfer of funds In November, 1940, 
Britain also announced the existence of “blocked sterling" 
This system is usually adopted by the debtor countries 
Under the system, the Government of the debtor country 
permits its citizens to pay their foreign debts in national 
currency into a special blocked account In some cases such 
settlement is not compulsory, and the foreign creditor has 
to make his choice between the payment through the block- 
ed account and the risk of the depreciation of the debtor’s 
national currency 


It IS essential to note at this stage that the payment by 
the debtor into a “blocked” account does not alter the 
international indebtedness between the two countnes So 
also the resources of the account are frequcntlj drawn 
upon directly and indirectly for internal use, both for state 
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and private purposes When thus utilised, the blocked 
balances may conceal the insolvency of the debtors and 
more so if used for the purposes of the State Thus, the 
system provides very slender security to the creditors 
Therefore, we find that most of the holders of blocked 
balances are prepared to sell their claims at a substantial 
loss; the prices of various types of blocked currencies 
differ If the policy guiding the system is conservative, it 
produces moderately deflationary effect on credit Where 
the blocked balances are employed, directly or indirectly, 
they have an inflationary effect 

Further, to prevent the export of capital, export of dom- 
estic currencies, bank notes and precious metals, except m 
strictly limited amounts, is forbidden Close watch is in- 
variably exercised on all citizens and residents going abroad 
in order to find out the nature of assets they are taking with 
them abroad On their return they arc required to make a 
statement on oath of their expenditure abroad The rights 
of the non-nationals to dispose of their assets m exchange 
control countries is also restricted Foreigners passing 
through the country have to declare the foreign currency 
they possess and they arc not allowed when leaving the 
country to take with them amount higher than the sum 
declared These restrictions check surreptitious transfers 
of capital to foreign countries 

5, Control and Supervision of ulJ Commcrcia] Transac- 
tions. To prevent withdrawals of capital, the debtor coun- 

tries had to institute a comprehensive control of commer- 
cial transactions The development of Control Boards in 
Germany, under Dr Schacht since 1934, shows the charac- 
ter and complexity of such organisation intended to 
secure an effective control This complicated and 
costly organisation had to be built up because the 
export of capital may be disguised through commodity 
exports LxporteTS, Sor examp’ie, may en*ier ’lower 
prices for their exports in their invoices and there- 
by keep a portion of their proceeds abroad Similarly, 
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importers ma> arrange with the exporters to quote higher 
pnces for the goods and the difference may be kept at the 
foreign centres To prevent such evasion and a consequent 
flight m goods it was necessary to build up an extensive 
organisation so as to enable the control authorities to check 
eierj transaction ^erj carefull} After the declara- 
tion of War m September 1929, Great Britain has 
also adopted rationmg tjpe of exchange control with 
rigid methods The Order of November 23, 1939, made 
special provision for the strict control of the invoicing ex- 
ports and increased the penalties for false declarations, to 
counter the subtler mo\es of the exader and stop a loophole 
through the exchange control which Contmental experience 
had proxed to be dangerous Bntam has profited from the 
German experience of strict exchange control The latest 
British regulations expressly forbid various forms o* 
evasion and export of capital bj xxay of “compensation”, of 
xvhieh the simplest and most familiar example is the pay- 
ment by a resident in his country of a non-resident’s debt 
against the payment of foreign currency to a thud party by 
the non-resident m his own country 

6 Compulsory Surrender by Nationals of Ibeir Foreign 
Exchange Holdings. — When a country mtroduces exchange 
control it requires its nationals to report to the authorities, 
usually the Central Bank, their holdings of foreign securities 
bank balances abroad, claims and liquid assets m general, 
and exen real estate Sale or transfer of these assets is 
regulated ^Vhen necessary, the Government may call upon 
the nationals to surrender these holdmgs to the central 
bank of the country The nationals are paid their claims 
in domestic currency To be effectix'e, these rules must be 
enforced scrupulously and honestly, the supervnsion 
should be very close Germany has used this method suc- 
cessfully Great Britain has also adopted it after the 
declaration of War 

7 Bilateral Balancing of Trade, — has already’ been 
shoxx’n that by 1934 German Goxemment was faced xxith an 
extreme shortage of foreign exchange and had to declare 
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a complete moratorium on Germany’s long-term and 
medium-term debts, including Dawci and Young loans The 
most important cause which led to this grave crisis m 
Germany's financial structure was the adverse balance of 
trade. An export surplus of RM 665m in 1933 was con- 
verted into an import surplus of RM 284m m 1934 The 
gold and foreign exchange reserves of the Reichsbank 
dwindled in the course of the year from RM 396m to RM 
84m The German Government, therefore, had to rearrange 
her trade relations on the bilateral basis Direct and specific 
barter transactions were ontoicd into by the German 
Government with other countries For instance, in October 
1938 Turkey was granted a credit of 150 million Marks, 
to be repaid m Turkish primary products In the same 
month Poland was given large credit on similar terms In 
January 1939, Bolivia agreed to accept German machin€i 7 , 
valued at about 4 million Marks, against Bolivian petrol 
and minerals Similarly, with Argentine, she negotiated 
an agreement bartering 14 million Pesos worth of German 
railway equipment for Argentine wheat worth 8 million 
Pesos and wool worth 8 miHon Pesos 

Clearing Agrccincnls —The institution of clearing agree- 
ments' was developed in its modern form during the days 
of the depression These were the days of excessive tariff 
barriers, quotas, imperial preference, exchange restrictions 
etc The most obvious result of all these measures was a 
distortion of the normal channels of international trade and 
its restriction In Ihcir initial stages all these measures had 
assumed tlic garb of self-defence, only to bo seen in then 
true colours too soon Their protogonists knew well enough 
that once established these measures create vested interests 
No wonder, therefore, that these measures have tended to 
perpetuate themselves and created new economic problems 
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of their own The international trade is therefore moving 
m artificial channels financial difficulties have multiplied, 
currency instability has undermined international confi- 
dence, and defaults in payments are very common 


It has already been pointed out that in view of the rapidly 
mcreasmg shortage of foreign exchange, certam countries 
had felt it necessary to limit, or entirely suspend, transfer 
abroad in respect of financial obligations and to limit the 
power of pnvate mdividuals to purchase the foreign 
exchange required to pay for imports The monetary 
authorities discriminated between several imports and the 
claims of most essential ones were given preference The 
result was an accumulation of ‘frozen ’ commercial claims 
Besides, the regulations and restrictions of imports adverse- 
ly affected the trade of exporting countries Further, the 
creditor countries and the other exporters whose commer- 
cial claims had remained unpaid were reluctant to accept 
nayment in the form of increased unoorts from the debtor 
countries Under these circumstances the countries whose 
claims remained unoaid thought of devising a system which 
would enable them (1) to obtain payment for goods already 
delnered (2) to continue as far as possible— even on a 
reduced scale — their exports to the country m question, and 
(3) to secure at least partial repayment of their financial 
claims ’ The debtor countries on the contrary, wanted a 
system which would protect their economic system from 
collapse and at the same time enable them to discharge 
‘heir obligations The system of clearing agreements was 
devised as a compromise to find an escape from the impasse 


It IS argued some times that the clearing system is smiilar 
‘o clearing house sj stem of set-off ooerations adopted fay 
banks It is necessarj therefore to emphasise the differ- 
ence between the normal bankmg ^stem of clearing and 
*he clearing that takes place under these agreements The 
•normal system of clearing can only ooerate between coun- 
tries in which foreign exchange transactions and currency 
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riiOvemenls are not restricted Debits and credits between 
each country and abroad are set off spontaneously and 
automatically by the method of exchange of credit instru- 
ments, calculated at free world-market rates, in certain 
institutions that are specially engaged m such transactions 
Clearing is a banking matter, pure and simple Importers 
and exporters are not concerned at all m the matter, they 
are entirely free and there is no compulsion upon them 
But the set-ofi financial operations associated with the clear- 
ing agreements are materially different There is compul- 
sion upon both importers and exporters and international 
payments are rigidly regulated Further the clearing 
agreements are usually stnctly bilateral whereas under the 
normal sjstem the arrangements are trilateral or multi- 
lateral Again cleanng agreements are often based on 
artificial rates of exchange entail rigid regulations and 
turn the countries into self contained units Besides indi- 
vidual states that are parties to clearing agreements unable 
to secure an automatic equilibrium in their balance of pa>- 
ments, are trying to secure a separate equilibrium with 
each country by concluding such agreements This arrange- 
ment distorts the channels of international trade and re- 
stricts its flow 

German Clearing Agreements — ^The primary object of 
the German cleanng agreements was to ensure that while 
maintaining the level of trade the exporters in the coun 
tries concerned should have a first claim on the proceeds of 
German exports to their country and that the proceeds of 
Germany’s export surplus should be devoted to paying 
arrears of trade debts and interest to their nationals who 
held the German bonds* The original purpose of earlier 
German cleanng agreements was to enable foreign trade 
to carry on m spite of lack of foreign exchange Germany 
entered into cleanng agreements with countries which were 
suffering with the shortage of foreign exchange with the 
intention of thawmg Germany’s frozen credits there pro 
vided Germany’s balance of trade with them was normally 
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unfa\ Durable Thus out of the effort to render foreign 
trade possible, m spite of the lack of foreign exchange 
there grew up the tendency to cut out altogether if possible, 
the transfer of foreign exchange m foreign trade It is thia 
trend that has gi\ en the clearing agreements their modem 
form. In those cases rvhere Germany attempted at thaw mg 
the frozen credits clearing agreements were coupled with 
payments agreements 

Procedure of Clearing Agreements- — The normal proce- 
dure of the clearmg agreements maj be noted The under 
1\ mg principle of the sj stem is that each contractmg county 
collects the trade debts owed bj its nationals to the nationals 
of the other m its oivn currencj the importers pa> ing their 
debts to the Central Bank The claims are offset w ithout the 
assistance of foreign exchange except m the case of excess 
of imports o\er exports For mslance let us suppose that 
there is a clearmg agreement between Germany and 
Netherlands Then all Dutch importers of German goods 
would be required to p3\ the sums due to their German 
suppliers m guilders mto a special account at the Nether 
lands Bank and all German importers of Dutch goods would 
ha\e to pa> the sums due to their Dutch suppbers m Heicns 
marks into a special account at the Reichsbank Thereafte’- 
each central bank pajs the claims or ing to its nationals in 
its own currencj and the balance if an> is credited to the 
partj to whom it belongs Now smce Germanj normalN 
exports more to Holland than Holland does to Germanj 
the guilders m the Account would be more than sufficient 
to co%er the claims of Dutch exporters to Germany, the 
balance can be used accordmg to the terms of the Agre** 
ment to paj off * frozen debts owed to Dutch nationals and 
the Duch holders of German bonds and the balance ’et* 
o\ er could be handed o% er to the Reichsbank. 

Tcchnique of Clearing Agreements — 

1 Order of Pajnnents to the Exporters. — As a gentle rule 
the exporters are paid out of the funds a\ailable in the 
clearmg account m the chronological order of paNTnents 
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made by the debtors But in some clearing agreements 
priority is given to certain class of exporters to encourage 
a particular class of exports Priority, thus accorded, may 
be either over all receipts of the clearing accounts or over 
receipts from a certain source For instance, accordmg to 
the Swiss-German Clearing Agreement, foreign exchange to 
German tourists in Switzerland was provided out of the 
proceeds of the German exports of coal to Switzerland 
which were reserved for that purpose This arrangement 
was continued after the Agreement was renewed in April 
1935 These reservations are rare and payments are gene- 
rally made m chronological order 

2. Advances to Exporters — In certain cases exporters are 
given advances pending the clearance of their claims to 
encourage exports of that particular class For instance, 
first German-Hungarian Clearing Agreement provided for 
advances to the German exporters up to 50 per cent of 
their claims 

3. Allocation of Funds— Clearing agreements also provide 
for the distTibution of funds amongst classes of claims 
current exports, financial arrears, and investors’ claims In 
some cases definite percentages are laid down For instance 
the Swiss-Gcrman Clearing Agreement provided that out 
of the balance in her favour Germany would pay m full the 
interest on the Dawes and Young Loans and interest on 
other bonds up to 4 ^ uer cent In those cases where the 
mterest due exceeds per cent half of this excess amount 
was also to be similarly naid for the remaining half being 
"blocked” m Germany The holders of private claims were 
to receive interest up to 41 per cent the difference to be 
utilised for redemption purposes Their agreement how- 
ever, did not work satisfactonly and increased the arrears 
of claims Therefore a new agreement was entered into m 
\pril 1935 This agreement provided for detailed distribu- 
tion of assets It laid down that out of the first 19 6 m 
Swiss francs of German monthly exports to Switzerland, 
excluding coal, provision would be made for trade pay- 
ments in respect of current Swiss exports and other charges 
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and one million Swiss francs would be resen. ed for the re- 
payment to Swiss banks of the advances they had made to 
Swiss holders of mvestments m Germany under the old 
transfer agreement, and of any surplus above 19 6m. Swiss 
francs, 60 per cent was to be used for further repayment of 
advances and for current payments to Swiss holders of 
mvestments in Germany The cash available was to be 
used to pay mterest up to 4J per cent on Swiss holdmgs of 
Dav es and Young Loans and holdmgs held m Swiss frarcs 
to be gi\en preference in this resoect Any amount of 
mterest not paid m cash v ere to be paid m 4 per cent Sw isi. 
franc fundmg bonds Thus current exports were given first 
preference and a definite sum fixed for payment Then 
came the m\estments and Dawes and Young Loans 
The German Dutch Clearing Agreement of June I93 d is 
equally interesting m this respect It provided for cash 
oayments to be made to Dutch holders out of the proceeds 
of eertam additional German exports to Holland Interest 
on bonds or dividends n ere to be paid under this agreement 
up per cent and rents upto four-fifth of their amount 
In respect of amounts due m excess of these limits and up»o 
a total of 51 per cent interest, Dutch holders were gi%en 
the option of 4 per cent Gulden funding bonds or “ blocked 
marks” which the recmients could use for their owm tra\ el- 
ling and personal expenditure m Germany or to meet eertam 
other liabilities in Germany Thc'e Mark credits could not 
be transferred to other people and became known as 
'Holland Marl.s’ As regards the Dawes and Young Loans 
mterest m excess of 3i oer c®nt v as to be paid m ‘'blocked 
marks’ (‘ Dai es and "Youne Marks) which were practi- 
cally equal to register marks l^e Agreement further 
Dro^^ded that Dutch tourists purchasmg ‘ register marks” 
or “Dai es’ O’- ‘'Young” marks must at the same time pur- 
chase a certain proportion of free marks the proceeds of 
rhich to be credited to the Dutch clearing account 
According to the Sn edi^h German Clearing Agreement 
of Jul% 1935 50 per cent of the proceeds of German e'^iorts 
to Sweden were to be set aside to pay full interest on the 
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Swedish holdings of the Dawes and Young Loans and the 
interest on the Swedish holdings of the Kreugar Loan The 
surplus, if any, was to be used for repayment of interest up 
to 41 per cent in respect of non-Reichs debt, dividends up 
to 41 per cent plus half the excess due, and rents in full 
Failing this holders of non-Reichs debts could receive 
“blocked marks” up to 6 per cent interest, which might be 
used for the holders’ own journeys in Germany on business 
or pleasure, and for meeting certain other liabilities in 
Germany These “Swedish Marks” were similar to the 
“Holland Marks” noted in the preceding paragraph 

4. Provision for Conversion of Currencies — The clear- 
ing agreements generally make provision for conversion 
of the currencies because invoice is usually made out in the 
currency of the seller When an invoice is thus made out 
it must be conv’erted in the currency of the buyer, since the 
latter, if exchange control is in force, pays into the clearmg 
fund of his country in his national currency To be able to 
pay in his own currency, the importer must know the rate 
at which the currency of the exporter could he converted 
into his national currency Same is the case when the 
invoice is made m a third country’s currency The follow- 
ing bases' for conversion have been used (1) legal gold 
parity, (2) official rate of exchange, (3) conventional rates, 
(4) market rates, (5) mean rate of the day m a given 
course, (6) a stable currency of a third country 

In most of the clearing agreements entered mto in the 
earlier stages the legal gold parity was used as a basis for 
conversion But it created serious complications m the 
countries with depreciated currencies Some of the agree- 
ments therefore broke down The basis of conversion had 
therefore to be changed 

The official rate of exchange, where it is used as a basis 
of conversion of currencies, is determined by the exchange 
1 Vidr Eniwry loto C1«arins A^rMOients pp 33 33 
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control authorities This arrangement may work satisfac- 
torily so long as the official rate of exchange represents the 
equilibrium rate of exchange But it must create complica- 
tions where the exchange control authorities trj' to adjust 
the official rate of exchange m such a way as to allow the 
national currency to depreciate in terms of the currency 
of the other contracting patty This sort of exchange de- 
preciation w ould penalise imports 

Where the system of exchange control has been developed 
extensively and is used to regulate foreign payments m such 
wise as to encourage export trade, the national currency 
suffers a substantial depreciation m terms of the foreign 
currency To secure their objective effectively, the 
exchange control authorities in these countries fix a rate of 
conversion suited to their requirements For mstance, m 
Germany, where exchange control is centralised, the autho- 
rities fix the conversion rate at a convenient level m har- 
mony with their general commercial policy Such rates of 
conversion must distort the channels of trade and check the 
flow To prevent this unhealthy development, the creditor 
countries usually demand adequate safeguards and put 
definite checks on the powers of control authorities Some- 
times, the cleanng institutions themselves are authorised to 
fix the rate of exchange from time to time Under this 
arrangement, if properly worked the exchange rates would 
be more akin to equilibrium rates and promote the flow of 
mtemational trade in nght channels 

Sometimes the cleanng agreements provide that conver- 
sion of currencies shall take place at the market rate, or 
mean rate of the days on a given course In such cas^s 
authorities are left with very little discretion to directly 
manipulate the exchange rates The rate thus determined 
’s almost a free market rate If exchange rates are permit- 
ted free play they v ould reflect more truly the mtemal 
cost and price structure in the countries concerned Another 
important basis used for conversion is a stable currency of 
a third countrv This method is less arbitrary and the rate 
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thus determined will be closer to the equilibrium rate than 
the officially determined rate m countries where exchange 
control is in force 

5 Surplus Balance in Clearing Accounts — The clearing 
agreements also make specific provision, for the use of sur- 
plus in the clearing accounts which may remain after a 
certain period or at the time of the termination of the agree 
ment In some agreements the right of disposal of the 
surplus IS given to the party in whose favour it may arise 
in others the debtor countrj in whose favour the surplus 
has arisen has to use it to expedite the settlements of debts 
In certain cases the discretion as regards the distribution of 
the surplus in \ested in both cleanng institutions it can 
be disposed by mutual consent As regards the balance 
remaining at the expiration of the agreement a liquidation 
clause provides that importers with the favourable balance 
must continue to pay to the cleanng house until the claims 
corresponding to such balance have been met in full But 
even when such a liquidation clause is not explicitly incor- 
porated in the clearing agreement the method adopted for 
liquidating the balance is to increase the exports of the 
country which is a debtor on the clearing account 

Triangular Clearings — ^Most of the clearing agreements 
are bilateral But there are a few cases of triangular 
arrangements Triangular clearing agreement is an 
arrangement between three countries by which the debit 
balance m the cleanng account of a country (say 'A’) 
against another country (say *B’) can be offset against its 
(i e As) credit balance or its cleanng account with a third 
country (say ‘C ) The scope for such tripartite or multi- 
lateral clearing agreements IS strictly limited at the present 
and will remain so in future so long as advanced countries 
continue to follow short-sighted aggressive economic policy 
Classification of Clearing Agreements — 

1 Pure Cleanng Agreements — ^Wehave already analysed 
in detail in the preceding section this category of clearing 
agreements The importers have to say their debts in 
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national currencj zind exporters collect their debts also in 
national currency Transfer of foreign exchange is thus 
eliminated. Further m each of the contractmg countries a 
special organisation is asked to receive in national currencj 
the sums paid m by importers and to pay exporters from 
this fund, provnded that in the Other country the importers 
have paid the amounts thej owe The sums paid into the 
different accounts do not bear interest But it is essential 
to note at this stage that in some cases the clearmg sjstem 
is established on a voluntary basis while m others it is 
compulsory In case the basis is voluntarj the traders ot 
the contracting countries are not compelled by law to make 
payment through the clearing office To this class belongs 
the Anglo German Agreement which came into force m 
August 1934 This agreement was intended merelj to cover 
current trade and the question of accumulated arrears of 
payments was expresslj excluded from it and left to be 
dealt with by separate negotiation Thus German import 
ers of British goods who found that the sums in foreign 
exchange aUoted to them by the German Exchange Control 
were m sufficient to pay for the goods thej had purchased 
were permitted to paj the balance m Reichsmarks into a 
special (Sondermark) fund at the Reichsbank to be opened 
in the name of the Bank of England The Reichsbank Wis 
given powers in order to protect its exchange reserve from 
too sudden drains to susoend the acceptance of Reichs- 
marks into this fund whenever the Sondermarks accumulat 
ed in the account exceeded RM 5 millions until they had 
fallen below that total The Bank of England was ner 
mitted to disDOse of the Sondermarks at any time for the 
purpose of making payments m Germanj for goods ex 
ported from Germanj to the ITK. or for effecting other 
pavments in Germany approved by the Reichsbank This 
Agreement w as only a partial success It was discov ered m 
practice that the Bank of England had considerable diffi 
culties in diSDOSing of the Sondermarks on the London 
money market and the fund auickly filled beyond its maxi 
mum of R^T 5 millions so that the Reichsbank was con 
stantly suspondmg the acceptance of Reichsmarks into the 



208 


MODERN COMMERCIAL POLICY 


bondermark fund, with the result that considerable delays 
m payments in sterlmg occurred The Bntish importers of 
German goods made comparatively little use of Sondei- 
xnarks to meet their commitments in Germany The chief 
obstacle to their employment seems to have been the custom 
of German exporters of invoicing their goods in sterling 
rather than m marks It was discovered that notwith- 
standing the strongest control over the internal costs and 
income of the country certain German exporters were 
prepared to quote lower prices for sterling than for Sonder- 
marks The greatest weakness of the Sondermark Agree- 
ment was its voluntary basis Bntish importers of German 
goods were permitted to continue to make payments either 
m sterlmg or m ‘free’ marks and the only inducement to 
them to adoDt the new method of payment was the fact 
that Sondermarks were slightly cheaper than ‘free’ marks 
But the discount offered by the Bank of England of about 
2 per cent was not a sufficient inducement to popularise the 
Sondermarks with British importers of German goods 
Moreover a considerable volume of Germany’s import 
trade was excluded from the Agreement which was not to 
appl> to imports over which the German Government 
exercised special control Further the Agreement did not 
deal with the growing problem of the German trade debts 
vhich had already accumulated Frequent complaints were 
made in Bntish business circles of the failure of German 
importers of British goods to make payments for them 
when they fell due owing to their inability to obtain the 
requisite foreign exchange Therefore a new agreement 
w as concluded in November 1934 The experience of 
exchange clearing on voluntary basis was discouraging On 
the other hand compulsory exchange clearing has proved 
more successful and is therefore quite popular 
2- Clearing and Payments Agreements — This type of 
agreements differ from the pure clearing agreements m that 
in addition to the important clauses contained in the latter 
category as noted above they have one or both of the 
following provisions (a) In the country which has not 
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introduced foreign exchange control, a certain percentage 
of the sums paid by the importers is placed at the free dis- 
posal of the central bank of the other contractmg coimtry, 
for the payment of the trade debts contracted prior to the 
conclusion of the agreement, and for the authorisation 
of debts other than trade debts (pubhc debts or private 
uebts of a financial nature), or for any other purpose The 
balance alone is reserved for the payment of exports subse- 
quent to the conclusion of the agreement (b) In the country 
which has mtroduced foreign exchange control, outstanding 
trade debts to the other contracting country are paid to 
exporters by importers themselves by means of direct trans- 
fer of foreign exchange placed at their disposal by the 
central bank 

3 PajTnents Agreements — ^These are agreements* entered 
into between two countries one of which has introduced 
exchange control and the other has not Under this category 
of agreements, a country which has introduced exchange 
control undertakes to authorise its importers to make a 
direct transfer of foreign exchange to the account of the 
exporters of another contracting country without exchange 
control up to a certain amount fbced in the agreement of the 
total amoimt of foreign exchange transferred by the latter 
country for the payment of its current trade debts to the 
former country A country with exchange control also 
undertakes to reserve a certain percentage of the total 
amount of foreign exchange transferred by the country 
without exchange control for the amortisation of one of the 
followmg categones of debts which it has contracted with 
the latter (a) trade debts, prior to the conclusion of the 
agreement, or (b) debts other than trade debts (public debts 
or private debts of a financial nature) , or (c) debts men- 
tioned under (a) and (b) To this class belong the Anglo- 
German Payments Agreement concluded m November 
1934 The mam principle underlying this arrangement was 
the Imking together of import permits and foreign exchange 

I “ It vu drsfnrd not t mfdr to liqiodal* Hocked baiUneM oa Ike 
— rtrarlna arranfcmetit. but alan to met tbe inublnn of current debt aervtee cm Uitematio* 
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permits m such a way that no German importer could 
obtam delivery of goods until he had received foreign ex- 
change permit authorismg him to pay for them This meant 
the extension of control which had previously been exercis- 
ed only m connection with certain raw materials to the 
whole range of German imports The British Government 
therefore wanted that this weapon should not be used 
against the British goods The first article of the Agree- 
ment provides that the German Government shall issue 
foreign exchange certificates without restriction in respect 
of the import into Germany of the CTnited Kmgdom goods 
of all descriptions (including m particular coal and coke 
for use in the German customs area), coal for use as bunk- 
ers for German and foreign ships herrings, yams, tissues, 
textile manufactures The Reichsbank also undertook to 
•devote each month for the payment of British exports to 
Germany 55 per cent of the value of German exports to 
the U K Article 4 dealt with the repayment of outstanding 
trade debts The German Government undertook to pro- 
vide immediately a sum of not less than £400 000 for this 
purpose, and to provide a further sum by a credit operation 
■or otherwise through the realisation of outstanding German 
commercial claims on the United Kingdom Under Article 
5, the Sondermark Agreement was abrogated and arrange- 
ments were made for the liquidation within three months 
of existing commitments in respect of Sondermarks 
Should It appear that the rate of liquidation of Sonder- 
marks was too slow to be accomplished m this space of time, 
the British Government reserved the right to demand their 
liquidation as a first charge on the foreign exchange ear- 
marked under the first article for the payment of British 
exporters For the liquidation within twelve months of the 
balance of arrears of outstanding commercial debts not 
covered by the operations specified in Article 4, a further 
10 per cent of the value of German exports to the United 
Kingdom is to be set aside provisionally for this purpose, a 
proportion which will be mcreased if necessary m order to 
secure the completion of the process not later than the end 
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normal No wonder that payments agreement have proved 
more satisfactory in their working ^ 

The German Experience with Clearing Agreements — The 
German experience of clearmg agreements with the cre- 
ditor countries is far from encouragmg The tendency of 
these clearing agreements to offset the mutual balance of 
trade between the two clearing partners tended to make 
Germany s balance of trade with her creditor countries 
unfavourable The bureaucratic workmg of the system has 
tended to restrict German trade This is so because the 
foreign importers of German goods prefer to make their 
purchases from countries where they are free from the 
complexities of cleanng regulations Thus German exports 
are discouraged On the contrary the imports mto Ger- 
many tend to mcrease due to the guarantee of payment 
provided under the clearmg system * Besides the fall m 
German exports is to some extent due to very strict regu- 
lation of registered mark payments and the rise in the 
German cost and price structure No wonder, therefore, 
if feeling is growmg that the system of cleanng agreements 
has failed to stimulate the growth of Germany s foreign 
trade There is a great deal of truth m the remark of 
Dr Schacht that the clearing agreements are responsible 
for the fall in Germany’s exports The German ability to 
pay the debts has been limited 

According to some writers however the system of 
cleanng agreements has enabled Germany to maintain her 
supply of foreign raw materials and half finished goods 
sufficient to keep the great and complicated machmery of 
German production in full swing It is argued that Ger- 
many’s less active balance of trade with a few countri“® 
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merelj shows that more raw matenals and half-finished 
goods ha\e been imported from these countnes than for- 
merelj Besides, the clearing agreements ha\e opened up 
possibilities of trade with the newer raw material countnes, 
which have shown their eagerness to buy more Ge rman 
goods m order to balance their cleanng accounts Thus, 
the cleanng system has opened uo invaluable nev, trade 
possibilities Mr Ritter adds ‘1 have no doubt that, in view 
of the existmg world conditions with regard to currencies, 
debts credit and commercial policy German trade and 
mdustry would not have been able to reach and maintain 
their present momentum wnthout the cleanng agreements 
This fav ourable effect of the cleanng system is not Iirmted 
to Germany, the numerous countnes which have been able 
to mcrease their exchange of commodities with Germany 
under that system have also profited from it"* 

It IS very difficult to agree completely with Mr Ritter 
There u some truth m his claim but it is exaggerated. For 
on a dispassionate consideration, it cannot be demed that 
the German trade and industnes have suffered senous hard- 
ships durmg the penods of the currency of these cleanng 
agreements The bureaucratisation of trade has proved 
definitel 3 harmful Besides, the tendency of cleanng agree- 
ments towards equalisation of import and export trade 
between the contractmg countnes has mcreased the diffi- 
culties of creditor countnes * To counteract these baneful 
tendencies, Germany has changed twer to “payments” 
agreements smce 1934.’ Gennan>, it should be noted, was 
able to obtam the raw matenals needed by her mdustnes 
with great difficulty, and that, too, because under the “New 
Plan” the official German policy has been deliberately 
directed towards the mcrease of purchases from those 
countnes with which Germany’s trade balance is still 
active No doubt, due to her economic and geographical 
position, Germany has been able to exploit this exp^ent 

1 cbtd, p. m 
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better than other countries, but it is idle to deny that 
exchange control has not restncted German trade 
The German experience of clearing agreements is in no 
way peculiar, it is a common experience of all 
debtor countries The clearing agreements have generally 
restricted the volume of international trade The creditor 
countries have also felt the adverse effects of these agree- 
ments and their trade has declined Due to the dis- 
panty between the cost and price structure of countries 
imposing restrictive exchange control and those relatively 
free from it, the former group finds it more profitable to 
trade with the countries within the group Where the ex- 
change control is rigidly mamtamed and the adjustment m 
exchange rates is not permitted the exchange control 
countries find it extremely difllcult to trade with free cur- 
rency countries Even between the exchange-control coun- 
tries inter se the scope for expansion of trade is limited It 
IS significant to note that trade between the exchange 
control countries has also tended to declme The export 
subsidies have undoubtedly rendered invaluable help in 
encouraging exports, but they have not been able to counter- 
act the forces created by the restrictive measures The 
policy of internal deflation resorted by some countries to 
counteract the effects of exchange control had to be given 
up due to strong public opposition 
Further, the clearing agreements have failed to solve the 
problem of surpluses and balances It will be remembered 
that the clearing agreements were entered into m order to 
tackle effectively the problem of surplus commercial claims 
In practice, commercial claims m arrears have tended to 
accumulate even after the mtroduction of clearing agree- 
ments Thus, the failure to secure liquidation of commer- 
cial claims in arrears, to which the clearing agreements 
owed its origin, contributes to their survival Restrictive 
commerciaf poi’icy fias" given fftenr a long iVase of fife, if 
has made their negotiations inevitable and continuance 
indefinite 
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Compensation Agreements— The shortage of foreign ex- 
change and transfer difficulties are responsible for the 
growth of compensation agreements They are essentially 
barter arrangements and often of a secret character Com- 
pensation means the direct exchange of goods for goods 
between the contractmg coimtnes The mam purpose of 
these agreem«‘nts is to so offset imports agamst exports that 
the necessity of foreign exchange to facilitate the transac- 
tion IS completely eliminated ' Compensation agreements 
may be entered mto between private parties without Gov- 
ernment control or supervision or they may be agreements 
between private firms to be worked under State supervi- 
sion, or the agreement may be entered mto between States 
directly In the case of private compensation agreements, 
the procedure is to “marry” foreign trade transactions m 
such a way that the importer m each country, instead of 
makmg payments to the foreign exporter, pays the domes- 
tic exporter of his own country In the case of compensa- 
tion arrangements worked through the Government and 
semi-govemment agencies, the government pays the sup- 
pliers m their oivn domestic currency. The transfer of 
balances is eliminated Thus compensation agreements 
afford a corrective to clearing agreements 

Technique: German — This new technique has been 
developed considerably m Germany The scarcity of foreign 
exchange, and the ‘New Plan’ mtroduced by Dr Schacht 
at the end of September 1934, under which German im- 
porters are not permitted to import unless they have pre- 
viously obtamed foreign exchange permits to pay for them, 
have stimulated the conclusion of compensation agreements 

The simplest form of compensation agreements is a direct 
barter transaction between the two contracting govern- 
ments, under which, for mstance, so many tons of coal are 
directly exchanged against so many bags of coffee, each 

1 - WhUe ia tbe clnrlDC lytteni tlie la>po?tm fasTv to pay tb« purchaM prtet In 
fiaUonal cujivik'x IdIo tbc clearing accooDt aad tLe exportm of the uroc ooontry rccr ve 
payrnrat from pToc««ds of that dcarins anoont. in the cate of eompentaUon do moiiry 
chancra haada,- Vide Einnr - The Eafhanco Cearing SyTtem,** p tn 
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government paying the supplier in the currency of its own 
country 

In the case of private transactions,* however, though the 
principles is the same, its application is much more compli- 
cated Such compensation transactions may be divided into 
four different categories When the compensation trans- 
action IS earned out between an importer and an exporter 
on each side, i e , in Germany and the other country with 
which compensation comes into operation, it may be termed 
a private four-party settlement transaction If in either of 
the two countries exports and imports are in the same hands, 
it IS called a three party settlement transaction If m both 
countries the import and export transactions are carried on 
by only one firm each, the transactions become, according 
to German foreign exchange law, barter If a compensation 
transaction arises between several firms in Germany and 
another country with which Germany has a clearing agree- 
ment, the transaction is called a reciprocity transaction 
The mechanism attempts to “marry” foreign trade transac- 
tions m such a way that the importers in each country, in- 
stead of making payment to the foreign exporter from 
whom he received the goods pays the exporter m his own 
country 

The private compensation or barter transactions are sup- 
ervised by the Foreign Exchange Control and the Import 
Control Offices Imports are divided into two categories, 
‘established imports’ and ‘new imports’ For ‘established 
imports’ the Foreign Exchange Control Office may grant 
each firm a license for compensation transaction up to 
RM 500,000 monthly Extra licenses may also be granted 
and payments are usually made to the clearing-office 
though private barter agreements are also permitted outside 
the clearings with the consent of foreign central banks con- 
cerned and the Reichsbank In the case of ‘new imports’ 
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compensation transactions are only permitted on the con- 
cition that the proceeds of the German e^orts must exceed 
that of the import by at least 30 per cent, the balance m 
foreign exchanges to be handed over the Reichsbank. Here 
also the additional exports procedure may be used when 
tie divnaend accrumg exceeds 30 per cent, of the \'alue of 
tne imports But these restrictions ma> be ignored when the 
German exports are made to those countries which ha\e a 
clearmg agreement with Germanj, and if Import Control 
Office concerned is satisfied that the import m question is 
ot great economic importance These transactions both for 
‘ r®w ’ and ‘ established ’ imports are subject to tw o further 
conditions the German exports must be made to the country 
from ^ hich the import of the raw materials ongmated or m 
Tihich the imported goods in the case of setm and com- 
pletely manufactured goods, have received further treat- 
irent The payment of any kmd of premium to the exporter 
!s also forbidden.^ 

The changes m Germany’s foreign trade have deprived 
compensation busmess of its character as a promoter of 
exports In v lev. of the recent developments in the German 
economy, foreign trade has undertaken a new task m its 
relation to the whole economy After the recovery from 
tre crisis the chief stress m the foreign trade policy ongi- 
raily lay on the export trade, whereas in about the last 
quarter of the year 1935 it came to be laid on the import 
s de * In the earlier stages special attention was paid to 
the export trade m order to provnde employment to the 
people In 1935, the problem of covering the growmg im- 
port demand became of prime importance due to the rap d 
increase m armaments Thus, the German exports are now 
expected to cover the import requirements 

Out of this shif t m the structure of foreign trade, there 
arose the necessity of strictly supervismg the pnce-relation 
between imports and exports The Import Supervxsmg Office 

I VUe Hams, C R. S- “ 1 lodflitrdnrK.'' pp. 
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IS thus entrusted with the task of a strict price control The 
examination of prices has been supplemented by an ex- 
amination of the quality of goods imported Further, as a 
result of this fundamental shift greater preference is shown 
m compensation transactions to the necessities as compared 
with other type of goods Hence, a number of German 
export goods have been excluded from the sphere of com- 
pensation The most essential imports are specified on a 
definite list Only the goods on this list are in principle 
capable of being used up to 100 per cent for purposes of 
compensation with German export goods On the second 
list appear goods for the export of which private settlements 
are illegal In this list are included those goods which 
Germany imports from foreign countries, goods which 
Germany exports after some finishing process which does 
not yield good profits, and the goods of which the export 
position IS strong enough to enable them to be reserved in 
foreign trade as an important source of getting free foreign 
exchange The third list of goods further restricts the pos- 
sibility of compensation transaction with the non-European 
countries with which there are no payment or settlement 
agreements In fact it supplements the second list with 
goods on the import of which the countries m question are 
sufficiently dependent to make the goods providers of 
foreign currency In respect of some of the goods on this 
list compensation transactions may be entered into after 
each individual case has been examined by the Reichs Com- 
missioner for Foreign Exchange Goods of German origin 
for which more than 20 per cent of the export value has 
to he spent on foreign raw materials are also excluded from 
the scope of compensation, unless the proportion of foreign 
raw and auxiliary matenal accrues m foreign currency 
and this is delivered to the Reichsbank. Settlement by 
compensation of export goods not on the exception lists is 
allowed only up to one third of the export value, unless the 
imported goods are in the ^i^ oi necessities 
The list of exclusions is bemg gradually extended due to 
changes m the German economic requirements Compen- 
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price disadvantages for German imports connected with 
compensation traffic In this way the danger of price dis- 
parities between the prices for German imports and exports 
will be eliminated * 

From the foregoing review jt will be seen that the com- 
pensation mechanism, which was developed to make up 
some of the deficiencies of the clearing system, has created 
its own problems Albeit the compensation system is more 
eflective in mamtammg volume of international trade, m 
face of an artificial rate of exchange than the clearing 
arrangements, it tends to restrict trade The protracted and 
complicated negotiations involved m formulating a com- 
pensation agreement, the bureaucratic and cumbersome 
procedure, the complicated arrangements for compensation 
m the case of unsatisfactory shipment and non-payment by 
one of the parties, and, finally, the considerable vanations 
between dates of payments, which anse from the fact that 
the purchase price for exported machinery may be due in 
SIX months time, while imoorted material must be paid for 
in cash, are all circumstances which add to the risks and 
difficulties of this type of trading' 

General Efiocts of Clearing Agreemenls — -The system of 
clearmg agreements automatically tends to extend its scope 
and domam Once a country resorts to clearing agreements 
It should have a network of such agreements to prevent 
artificial transit, as the German experience proves, if it is 
to reap the advantages incidental to such an arrangement 
Being essentially obligatory and bilatenal m their charac- 
ter, the clearing agreements tend to divert the trade of a 
debtor country’ towards the creditor country which is a 
party to the agreement to the prejudice of third countries * 
Further, the ability of the debtor country, with weak 
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the future The answer is two-fold The moderate type of 
exchange control with suitable modifications is certain to 
remain as a normal part of our monetary mechanism ' even 
after the desired currency stabilisation has been achieved 
The reasons for this change are obvious ‘ Even if the gold 
standard is restored in most countries within the next few 
years, it will not be allowed to function automatically but 
will be supplemented by intervention whenever necessary ’ - 
The chances of automatic maintenance of stable exchange 
rates are expected to be much smaller than before the war 
The reasons are that political debts are increasing, exports 
of capital are more political and psychological rather than 
economic, the floating balances have increased and their 
migration is more frequent, the growing trade restric- 
tions make international adjustments more difficult, the 
exchange speculation has grown and become international, 
the tendency to hoard gold reduces liquidity when it is most 
needed, and the credit policy pursued is extremely short- 
sighted All these tendencies have conspired to complicate 
the monetary problem The result is that in future either 
exchange rates will have to be flexible or control of the 
foreign exchange market will have to be more active 
Eurther, even with flexible exchange rates some control 
by the monetary authorities will have to be exercised to 
prevent excessive exchange fluctuations 

The rationing type of exchange control however, will 
have to be gradually given up The public opinion is 
gathering strength against the rigidity uncertainty* and 
waste inherent m the system which the governments can- 
not long Ignore They tend to increase domestic costs and 
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prices, discourage imports and restrict exports The dis- 
location and instability of trade impairs its full potential 
value, even if the aggregate physical volume remains the 
same The system of blocked accounts will have to be 
abolished at the earliest opportunity ^ Thereafter the 
clearmg system, which has been regarded as only a make- 
shift mvolving a number of drawbacks, will have to be 
abolished The essential prerequisites for the abolition of 
the system are m the mam three (1) permanent arrange- 
ment for settlmg the problems of foreign mdebtedness and 
their scalmg down to suit the ability to pay, (2) adaptation 
of exchange rates to the relative cost levels, (3) and a re- 
duction of trade barners International liquidity needs to 
be mcreased The danger is that if these makeshift arrange- 
ments are permitted to remam in force for some years more, 
without prompt and effective checks, the new distorted 
channels of trade will become permanent 

Signs of a change for the better are not lackmg The 
i olume of foreign exchange reserves has been reduced and 
their location is relatively more stable Thus the dangers 
mcidental to their more frequent transfers have been eli- 
mmated. The total volume of short-term international 
indebtedness has been reduced, which augurs well for the 
the future The nse m the value and size of monetary gold 
stocks has improved the liqmdity and added to the ability 
of the system to withstand shocks Therefore, there is no 
need to despair At the same time delay m takmg effective 
measures is apt to cause irreparable damage to the econoimc 
system 

t “la pr«*»nt drcnmstancM It (mms tbe eoatisuaoee of czebaDee cootrol 
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The Conciusions may now be summarised ; 

(1) Some form of moderate exchange control will have to 
be maintained even after currency stabilisation is achieved 
This would minimise the risk and uncertainty resultmg 
from the sudden flight of capital 

(2) The rationing type of exchange control must be im- 
mediately relaxed and gradually abandoned, if the world 
trade is to be revived 

(3) The rigidity of clearing agreements may be relaxed 
by making the exchange rate agreed to therein approximate 
to the market rate 

(4) The currencies should be stabilised so as to remove 
the disparity between the internal and world price levels 
and establish an equilibrium 



CHAPTER VI 


THE MOST-FAVOURED-NATION CLAUSE 
From what has been noted in the preceding pages it 
will be seen that the technique of commercial policy has 
recorded remarkable changes since the inception of the 
depression in 1929 The result is that the structure of 
commercial treaties has had to be moulded to suit the 
changed economic conditions* The quotas various forms 
of exchange control widened scope of Imperial Preference, 
subsidies, marketing arrangements, etc , have deprived 
tariffs of their formei glory and relegated them to the 
background The importance of the Most Favoured Nation 
Clause in the structure of modem commercial treaties has 
not remained unaffected from these important develop- 
ments In the present chapter therefore, an attempt will 
be made to study the part played by the M F N Clause 
in the structure of modem commercial treaties 

Bilateralism.— In view of the dislocations and distur- 
bances m international economic relations described m 
the foregomg chapters, trade agreements entered into by 
different countries are tending to be increasingly exclusive 
Rigid bilateral trade agreements are resorted to in order 
to find export markets, which are being closed as a result 
of growing restrictions on international trade In these 
ngid bilateral trade agreements, quotas, clearings, com- 
pensation, barter, and payments arrangements play a more 
important part, which tend to restrict, rather than revive, 
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international trade by deflecting it in artificial and uneco- 
nomic channels ^ 

Further these bilateral treaties have been largely tem- 
porary compromises of short duration, intended to keep 
the hands of the contracting countries free to adjust their 
commercial policy to suit national requirements Through- 
out this period the world economic policy has been erratic 
and increasingly restnclionist In these days of shrinking 
foreign trade each country has tried its utmost to divert 
the channels of trade, to suit its immediate interests, by 
novel expedients, refraining at the same time from any 
permanent commitments The uncertainty inherent in 
such arrangements increases risks and ultimately restricts 
trade 

The restrictive effects of this artificial diversion of trade 
from its normal channels is apt to put severe strain upon 
the economic systems of the third countries, from which 
even the countries imposing these restrictions can hardly 
escape The bilateral balancing of trade has become almost 
universal and increased the fetters on international trade * 
Discrimination is implicit m a policy of substantive bila- 
teralism That discrimination has dangerous consequences 
IS accepted It is not a new problem, it arose with the 
growth of modern industry and commerce To combat its 
baneful effects, the M F N Clause was devised and has 
had creditable results 

Discrimination. — A discriminatory trade policy acts as a 
strong check to the optimum utilisation of world’s economic 
resources It distorts the channels of trade and in- 
creases the risks thereof Production for export markets 
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become hazardous ana the mdustml efficiency receives a 
setback. Discrimination is injurious both to the country 
following such a policy as well as the countries against 
which the discrimmation is practised. 

Equalismg Conditions of Competition. — Aleasures calcu- 
lated to equalise the conditions of competition beti^een 
different countries do not sa\our of discrimmation. Ac- 
cordmg to mtemational commercial practice it is conceded 
that e\ erj nation has a right to levy a reasonable tariff on 
goods imported from abroad. What should be the absolute 
incidence of these duties or other protects e measures is 
purelj a domestic question of the countrj concerned. The 
national sentiment must be gi\en reasonable scope for free 
pla\, for the road to internationalism lies through healtbj 
nationalism Although the height of the protects e tariff 
and the nature of other protects e measures are to be 
ultmiatelj detenmned by the countries concerned, it is 
agreed that these measures ought to be limited bj the 
pnnciple of equalising conditions of competition. There- 
fore m practice the basic principle of all protects e legis- 
lation IS to resort to onlj such protectn e measures as ■mil 
equalise the differences between the costs of production at 
home and abroad and, at the same time pernut reasonable 
profit to national industnes The pnnciple of equalising 
conditioi^ of competition with a fair margin, however does 
not provide that all mdustnes should indiscnmmatelj be 
protected. The national welfare should be the guidmg 
pnnciple of protectionist pobcy So long as these protec- 
tive measures are reasonable, permit only fair profits to 
essential national mdustnes under efficient and honest 
management and are uniformly enforced against all foreign 
coxmtnes there is no discnmmation or preference, and mter- 
national amity prev’ails 

Thus, although the protective measures are purely a 
national concern, the salutorj limitation is that they should 
be reasonable and just suffiaent to equalise the conditions 
of competition wnth a fair margin of profits, and nothmg 
more The mdustnes protected must add to the national 
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v-elfare Therefore the protective measures which do not 
fidfil the'e condiuons are apt to strain the intemationaJ 
economic relations and lead to retaliation and tariff wars 
The Hav,Iey*Smoot tariff and its repercussions are an 
illustration in tb‘' point ’ Therefore in some of the more 
important countries the usual practice is to allow the 
foreign commercial interests to put their case before the 
Tariff Commissiort when it is examining the claims of any 
domestic industry for protection Of course the foreign 
interests ha\e no right to be heard it is only as a matter 
of crjrtesj that they are giien a hearing '' This step is 
tahen to remoxe misunderstanding Thereafter the Tariff 
Commission makes its recommendations to the Government 
The protectionist policy therefore 1/ it is to remain a 
purelj domestic concern of the country pursuing it must 
be very carefully and cautiously determined, and the foreign 
interests affected thereby given due consideration. 

From the foregoing discussion it follows that protectionist 
measures, even though uniformly enforced against all 
countries may result in international friction i£ they are 
unfair and go beyond equalising the conditions of com 
petition In «uch cases they roust be a subject of inter 
national discussion and negotution When however, the 
measures are obnously preferential and discriminatory 
they cause conflict The plausible arguments in favour of 
special reciprocity treaties and preferences do not alter the 
hard fact that a nation discriminated against has a griev- 
ance which it may nurse into a hatred History of 
Amencan tariff policy shows the futility of exclusive com- 
mercial bargaining from the national as v ell as interna- 
tional standpo nt It records the triumph of «ectional vested 
interests over he national welfare 

Equality of Treatment — For the smooth functioning of 
the international economic mechanism it is essential that 
diicnmmation and preferential treatment m commercial 
ap Zwd'jsutuaJ .nciT itsaive 
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distinct contribution m this direction b> Keeping their 
protectionist polic\ ^^^thm reasonable limits and extending 
equality of treatment to others Just as each nation claims 
a right of protectmg itself against discrimination it should 
recognise its obligations of extending equal treatment to 
other nations The Most Favoured Nation Clause is a \*er% 
useful instrument to achie\X‘ this end It is mtended to 
proMde for equalitj of trttament In general the essen 
tial puroose of the Clause m a commercial trcatj with 
another countrj is to provide a guarantee that the goods 
exporlid b\ the contracting countrv shall be treated on 
a footmg of equalitv with tho*^e of anv other foreign 
countr> The Clause therefore provides a guarantee 
against discrinunation an equaUtv of treatment It does 
not concern itself with equalising the conditions of com 
petition betw een different countries Similarlv the Clause 
is not necessarilj associated with anv particular t\pe of 
commercial policv 

Nature of the Alost Favoured Nation Clause— The equa 
htj of treatment which the M F N Qause attempts to 
accord mav be (1) conditional or unconditional (2) limited 
or unlimited (3) reciprocal or non reciprocal The promise 
is conditional when the contracting parties mutuall) agree 
to extend an> particular favour m rc<pect of commerce 
and navigation granted to another countrv immcdiatelj 
to the other partv Crcel> if the concession, was £rcel> made 
or in return for a compensation as nearlv as po<5sible of 
proportional® value and effect to be adjusted b> mutual 
agreement if the conec<«s»ion was obtained at a price 
Under the unconditional pledge the contracting parties 
agree to give immediately and wiUiout compensation to 
the other partv everv favxiur which one of the parties has 
actuallv granted or mav hereafter grant to a third powxr 
The pledge mav bo lunited onlj to particular categories 
of goods \\*hen the pledge is unlimited it applies to everv 
favour privilege or immumtv In the case of reciprocal 
promise both the parties agree to extend mutuallj the 
favours, pnvileges and immuniti« alreadj granted or to be 
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granted to a third power Here each party to the contract 
has both a right and an obligation But when the promise 
IS non reciprocal only one party to the contract under- 
takes to extend to the other party any favour granted to 
a third state the other party has no obligations Such 
one sided treaties are concluded between strong and weak 
states For instance the Anglo Siamese Treaty of 1855 was 
non reciprocal It provides The British Government 
and its subjects will be allowed free and equal participation 
in any privileges that ma> have been or may hereafter 
be granted by the Siamese Government to the Government 
or subjects of any other nation Similar non reciprocal 
obligation was imposed upon Germany under the Treaty 
of Versailles 

From the foregoing it will be seen that the unconditional 
unlimited and reciprocal M F N pledge is most effec 
tive in eliminating entirely the evil of discrimination in 
commercial nolicy According to this form of the Clause 
every contracting party is vested with a right to claim 
immediately as of tight and without compensation all 
commercial favours privileges and immunities accorded 
to the nation most favoured whether such concessions 
result from autonomous action or from conventions con 
eluded with third countries Other forms of the Clause 
savour of discriminatjon and do not accord equality of 
treatment which is essential and invaluable for smooth 
functioning of the international economic sjstem 

The Conditional M F N Clause — Of these several inter 
pretations of the M F N Clause there has been consider 
able controversy on the conditional and unconditional 
forms As adverted to above the conditional form of the 
M F N Clause creates an obbgation on the contracting 
parties to extend every favour privilege or immunity m 
matters of commerce and navigation extended to a third 
state to the other party, but the obligation is qualified by 
the most important condition that if the concession to the 
third state was granted in exchange for an equivalent, it 
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will be extended under the treaty only for an equivalent 
Thus the conditional form makes a distinction between 
concessions gratuitously made and the concessions made 
m return for an equivalent and provides that a favour 
granted to a third nation for a compensation docs not create 
in the technical sense a * favoured nation with the result 
that the other party to the trade agreement cannot claim 
the advantages of the concsesion without offering an equi- 
valent concession ‘ In principle (his interpretation of the 
Clause also intends to secure equality of treatment and 
perhaps a more equitable one In practice however, as 
an instrument of commercial policy it fails to remove dis- 
crimination 

Defects of die Conditional jf r N Clause— It is essen- 
tial at this stage to have a brief review of the disadvan- 
tages and inadequacy of the conditional form of the M F N 
Clause The most serious practical difficulty in the appli- 
cation of the conditional form of the M F N Clause is the 
(Ictcrnimalion of wliat constitutes an equivalent concession* 
It IS very difilcult to assess precisely the value of the dif- 
ferent concessions which the parties may be prepared to 
offer Tlic parties concerned many lave different tariff 
systems and their interest in concessions is apt to vary so 
that It would be difficult to have an agreed valuation 
Besides several concessions arc often simultaneously made 
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by the parties m a single commercial treaty, so that it is 
impossible to say what has been paid for each concession i 

Further, it would lead to tremendous waste of lime and 
cllort, since under this system each commercial treaty to be 
negotiated would invol\e a consideration of all concessions 
granted in previous treaties together with those proposed 
in the new agreement ^ past as well as future Besides, 
there is a possibility that each one of the new bilateral 
agreements negotiated under the conditional M F N Clause 
may affect the concessions accorded to other countries m 
the past in similar commercial agreements To remove 
this new discrimination the old treaties would have to be 
revised In the meantime, the enforcement of the new trade 
agreement would create commercial discrimination, which 
the revision of old pacts may remove Dr Gregory rightly 
remarks that the conditional M F N Clause presents a 
serious obstacle to the conclusion of tariff treaties as soon 
as the commercial relations between States become com- 
plex, because of the difficulty of re-bargaining the whole 
of the concessions on the conclusion of each successive 
treaty However elaborate and efficient the machinery for 
the negotiation of trade agreements may be discrimination 
under the conditional form of the M F N Clause is difficult 
to eliminate,* it breeds discrimination ® 

The diHercntiation in customs treatment, consequent 
upon the enforcement of the conditional M F N Clause 
would complicate the technique of commercial policy and 
add to the administrative difficulties Under such cir- 
cumstances, international trade is apt to shrink The 
remarkable decline in multilateral international trade 
recorded during recent years is due, inter alia, to exclusive 
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bilateral commercial treaties The conditional* M F. N 
Clause v-ould have similar restrictive effects Mr Grady 
rightly remarks “The conditional most-favoured-nation 
principle has inevitably degenerated mfo a vast and com- 
plicated system of bilateral arrangements which ha\ e made 
international commerce in effect commercial warfare, 
with countries forced to buy from each other which are 
not, m a true sense trade building concessions, but rather 
tnbute for immunity from acts of commercial aggres- 
sion 

Again, a country cannot mcorporate conditional Clause 
in some of its commercial treaties and unconditional m 
others The existence of a single unconditional most- 
favoured-nation pledge in a country’s commercial treaty 
makes all the other pledges, whatever their form, 
unconditional in effect* Therefore a country anxious 
to pursue an effective conditional policy must do 
so m respect of all its commercial treaties, it needs 
to be a general policy pernutting no exception The 
universal adoption of the conditional M F N Clause 
in commercial agreements amounts to complete abandon- 
ment of the most*fa\ cured nation treatment This is so 
because under the conditional M F N Clause a 
country has to purchase each concession at a price 
acceptable to the other party, which, m effect, amounts 
to havmg no treaty rights at all Thus the conditional 
M F N Clause contained in a commercial treaty, m prac- 
tice, neither imposes any obligation on the country grant- 
ing it nor confers any \aluable right on the country 
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receiving it, it is a meaningless pledge ’ In short, the 
conditional M F N Clause perpetuates commercial dis- 
discnramation it was expected to remove * It imports 
needless complications in the technique of commercial 
policy, leads to commercial msecunty, and restricts inter- 
national trade 

Conditional American Practice — Notwithstanding these 
defects, the conditional M F N Clause was consistently 
adhered to by the United States throughout the pre-war 
period It was in 1922 unde*- Fordney-McCumber Act, 
that this traditional policy was abandoned On a closer 
study of the American economic history one finds that prac- 
tice of the conditional M F N Clause was not so illogical 
as It might appear at first sight The bargaining power 
of a country exporting agricultural products is greater 
as compared with that of an exporter of manufactured 
goods, and the structure of its industries is less vulnerable 
to retaliation, 3 since its exports constitute the primary raw 
materials of manufacturing industries Normally, the 
imports of raw materials are not lightly penalised There- 
fore, the United States could follow conditional practice 
with very slight damage to her economic structure From 
the advanced industrialised countries, who were offering 
unconditional M F N treatment, the United States 
received,, by virtue of her conditional M F N treaties 
everything which she could have received if they had all 
been unconditional In return she gave nothing When- 
ever she made any concessions for compensation to any 
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coxmtry they v. ere extended to third states on the basis of 
strict bargains Thus, the United States acquired all the 
advantages of the unconditional M F N practice without 
any sacrifice 

America Discards Conditional Practice. — The shift m 
American policy, from the conditional to the unconditional 
practice durmg the post-war period was due to changes 
in the structure of American mdustnes and the mtema- 
tional economic relations The dependence of American 
industries on foreign export markets had increased which 
made them more vulnerable to discrimmation The 
Amencan manufacturers therefore could not afford to 
continue with their traditional indifference towards other 
countnes Besides, the Amencan agricultural exports 
were also faced v.nth increasing competition from other 
agncultural exportmg countnes m the export markets 
To this must be added the growing trend towards agncul- 
tural protectionism m mdustnalised countries In view 
of all these changes, the United States had to adopt a more 
responsive attitude towards other countnes Again, the 
Amencan tariff schedules had become more complex, v.hich 
increased the difficulties of commercial negotiation under 
the conditional M F N Clause "If the problem of deter- 
mimng a quid pro quo necessitated by the conditional 
Clause was difficult before the World War, it now appeared 
well nigh msuperable ”* Further, in the early post-war 
years discnnunation had become more rampant m Euro- 
pean countries, uhich neutralised the advantages accruing 
to the United States from the conditional practice, she 
could no longer expect to obtain the benefits of tariff con- 
cessions accorded m commercial treaties by foreign cour- 
tnes through generalisation Thus, what the Americans 
needed more earnestly than ever, under the aforesaid 
circumstances, was the equabty of treatment through the 
unconditional practice 

Nature of the Unconditional M F.N. Clause — ^From 
the foregomg anaijsis it is clear that discrimmation is 

1 Dr Tm "TIm RrapronI Ttalc Paliry of tho LBitrd SUtn.** p IIS 
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irevitable under Ibe conditional practice, it fails to 
guarantee equality of treatment The only other alter- 
native IS the unconditional M F N Clause ’ which gene- 
ralises simultaneously and unconditionally without re- 
quest and without connptnsat»on the advantages granted by 
either contracting parly to the third states The outstand 
mg advantage of the unconditional M F N Clause over its 
rival IS that it guarantees complete equality of treatment 
So also it helps to reduce undesirable interference of 
the State with trends oC international trade Above 
all It eliminates waste involved in determining the 
qmd pro quo while negotiating commercial treaties 
The unconditional Clause is more in keeping with the needs 
of a progressive community It enables more effective 
utilisation of economic resources than would be feasible 
under the conditional Clause 

Since the evolution of modern industry and commerce, 
the unconditional M F N Clause has played on important 
part m the negotiation of commercial treaties Except in 
few cases most of the modern trade agreements ineorpo- 
lato the unconditional Clause It was popular during the 
period of industrial and commercial expansion With the 
setting in of the depression however it became either 
unpopular or was completely discarded as an instrument 
of commercial policy Thus between 1860 and 1914 a period 
of rising commercial and industrial activity use of the 
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Clause was more common, in fact, it had become ‘ the 
golden rule’ of commercial policj' Similarly during the 
period of recovery which followed the early post-war 
depression, the Clause regained its popularity and was 
incorporated m important commercial agreements With 
the inception of the Great Depression m 1929, the Clause 
has once again received a serious setback from which it 
has not been able to recover, its future is m danger. 

The expansion of world trade and industries, to which 
popularity of the unconditional Clause may be traced, was 
duo to the existence of three fundamental conditions * (I) 
freedom to trade in goods without quantitative limitations, 
although subject to customs duties. (2) unhampered con- 
vertability of currencies in the international market, (3) 
currency stability in such a degree as to preclude sudden 
disturbances of the competitive bases and to allow at any 
rate approximate estimates of profit and loss to be made 
Thus, stable economic system, an mlemalional monetary 
mechanism and relatively moderate restrictions on trade 
are essential pre-requisites of the unconditional practice. 
This IS so because under stable economic conditions manu- 
facturers and producers demand for their exports no more 
than equality of treatment m foreign markets To have 
the equality of treatment for its exports each country will 
be willing to accord similar treatment to the products of 
other countries in its own market In short, the uncon- 
ditional Clause would be effective only so long as the 
normal mechanism of mtemational trade functions 

With the breakdown of the machinery of trade, the 
Clause IS bound to lose a great part of its effectiveness 
This break comes with shrinkage of foreign trade, collapse 
of mtemational monetary mechanism and distortion 
of the channels of trade by an extreme protectionist 
polic>' The stages in the development of the world catas- 
trophe are relatively well-marked The moment optimism, 
characteristic of expanding trade and industries, receives 
a check several industnal undertakings find themselves 

I VW '■TV« Mmt Clasaa,'* (L«*ru< Sataorn) 1934. 



238 MODERN COMMERCIAL POLICY 

involved and huge losses are incurred This marks the 
downward swing of the trade cycle Duniig the period 
of recession and shrinking trade the national attention is 
centered on the home market and a complicated technique 
of protection is evolved to make the country Self-sufficient ^ 
In the export markets the equality of treatment is thrown 
overboard and exclusive concessions are sought Discn- 
mmation becomes rampant 

The sudden and steep collapse in prices puts out of gear 
the international monetary mechanism This leads to 
devaluation, foreign exchange control, etc , and the trade 
records further recession The defensive measures of the 
extreme type thwart their purpose, for they distort the 
channels of trade Under such circumstances it is no 
longer possible for the unconditional MEN Clause to 
guarantee equalitj of treatment 

The world economic tendencies since the inception of 
the prespnt depression in 1929 have upset the economic 
equilibrium and distorted the channels of trade The 
growing economic nationalism and the complex technique 
of protection, which came in vogue to preserve the rem- 
nants of trade, have had far-reaching restrictive effects 
With the strangling of international trade, the advantages 
afforded by the unconditional M F N Clause have dimi- 
nished and Its limitations magnified* Therefore we now 
propose to study in detail the effects of these new deve- 
lopments in commercial policy on the working of the 
Clause 

Non-Tariff Restrictions on Trade — Before vve take up 
the discussion of these new forms of trade restrictions 
particularly the quantitative trade restrictions, it is 
necessary to answer the question as to whether they fall 
withm the scope of the M F N Clause. General 
opinion on this question is divided It is argued that 
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these restrictions do not tall within the scope of the 
Clause because it is impossible to attain equality of treat- 
ment with them-' This narrow interpretation is however, 
challenged by some eminent economists They argue that 
all trade barriers — tariff and the non-tanff — are within the 
scope of the Clause ® It is not desirable to put a narrow 
interpretation on the Clause and restnet its scope only to 
tariff barriers No doubt m the past the Clause was 
applied largely to tariffs, it was so because other restric- 
tions did not exist The inference that these restrictions 
were excluded from the scope of the Clause is not war- 
ranted The usual form of the Clause includes an under- 
taking to extend to the other contracting party every 
favour, privilege or immunity accorded to the third Stated 
These terms are sufficiently wide to include every form 
of trade restrictions From the fact that tariffs alone were 
specified, it is not correct to argue that other forms of 
trade restrictions were excluded The exclusion, to be 
enforceable, must bo expressed m the treaty Besides, the 
Clause IS mtended to prevent discrimination, and secure 
equality of treatment In so far as non-tariff res- 
trictions lead to discrimination, the Clause is mtended 
to chock them Where the M F N Clause has been 
liberally interpreted it has minimised considerably 
the discrimination under the quotas,* rationing form 
of exchange control,* etc Of course, m the case of 
tariff restrictions the Clause has had a marked success in 
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eliminating discrimination and according equality of treat- 
ment to the contracting parties Its success in checking 
discrimination incidental to the non-tariff restrictions has 
been much less marked Part of the failure is due to the 
faulty administration of these non-tariff restrictions, which 
can be considerably improved, given a sincere desire on the 
part of the parties to do so If in spite of mutual 
co-operation the Clause does not succeed in according as 
complete an equality under the non-tanff restrictions as it 
did in the case of the tariffs, the defect is to be traced 
not m the Clause but in these new devices which should 
be suitably modified No doubt the new impediments to 
trade have weakened the effectiveness of the Clause, but 
that strengthens the case for a more liberal and universal 
use of the Clause, rather than against it Even 
under the new regime, the Clause provides rela- 
tively much better equality of treatment* than would be 
had without it So far as the tanff barriers are concerned, 
which are even today much higher than they were ever 
before * the Clause provides eqality of treatment In 
short, the Clause, if liberally interpreted, includes within 
its scope both tariff and non-t«riff restrictions on trade 

Major obstacles to the Operation of the M. P. N. Clause 

The Quota System — The quotas constitute a more serious 
obstacle to the proper functioning of the unconditional 
M F N Clause Their discriminatory administration 
neutralises the equality of treatment Wherever they have 
been placed within the scope of the Clause, their discrimi- 
natory effect has been considerably weakened by the 
incorporation of the Clause in the treaties containing 
quota provisions 

The quotas, hitherto tned, have been of three types 
(i) arithmetical or equal quotas, (u) global or unallocated 
quotas, and (in) proportional quotas Under arithmetical 
system each country is accorded an equal quantum of a 
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commodity to be imported This t3T3e discriminates m 
favour of the relatively backward countries and against 
the more adavnced^ ones Therefore the commercial 
treaties containing the unconditional Clause do not make 
use of this form of quotas The discouragement of this 
tj'pe of quota arrangement has been beneficial to the 
country imposing quotas m particular and the world 
m general Where this form has been, or is being used, 
it amounts to complete negation of the unconditional 
Clause 

Under the global quota system the country resorting to 
such an arrangement fixes the total quantity of commodity 
to be imported, and permits all countries to compete un- 
fettered for the market This method is obviously equit- 
able and m accord with the pnnciple of equality of treat- 
ment, but it presents considerable practical and adminis- 
trative difficulties Its use, therefore has been extremely 
rare 

The proportional method has been found most practic- 
able and at the same time more ui keeping with the spirit 
of the unconditional Clause Under this system a basic 
period IS selected, and each country is allowed to import 
a definite proportion of the total quantity imported during 
the basic period But, considerable difficulties are en- 
countered m selecting the agreeable base period and fixing 
the quotas Besides in view of the rapid changes to which 
the structure of modern industry is subject, the statistics 
of the past may not correctly indicate the current require- 
ments and therefore provide a most unsatisfactory base 
for the most sensitive and delicate mechanism of interna- 
tional trade to rest upon It must lead to a static condition 
m international trade This method, however, provides 
theoretically the most equitable treatment possible under 
fne Quota arrangements 

I — TV « avthod t^ndj to five ortiBoot ntoovrrfnnnit to import, from eountnM 
obicb export btt 2 « ADd otKTv coA, of produrljoa m bufb to the detmoent of eountrie, that 
eojDj poloml odviAtocn oad eeooomie eoodrtaoos farroomble to ezportauon." V,lr 
Tbe lloit raeonred Natloa Oaaat - (Leofoe of Saimn) 1934 



242 MODERN COMMERCIAL POLICY 

From the foregoing it will be seen that the quota system 
endangers equality of treatment and thereby weal^ens 
the effectiveness of the unconditional Clause But the 
fault does not lie with the Clause The changes in the 
international economic relations explain the present pre- 
dicament On the other hand, the Clause has increased the 
popularity of the proportional quota system which provides 
equality of treatment to the maximum degree feasible 
under the quota system 

The Refinement of Tariff Classification — The growing 
refinement of tariff classification has also adversely affected 
the equality of treatment, which the unconditional M F N. 
Clause seeks to secure in international trade Minute dis- 
tinctions are introduced in tariff schedules so that 
third parties may not be able to secure benefit of tariff 
concessions under the most-favoured-nation treatment 
accorded in bilateral commercial treaties Mr Bailey 
rightly says “The diff5cult3 of defining ‘similarity’ or 
‘ likeness ’ has been seized upon as an instrument m tariff- 
legislation for inserting mmute distinctions in tariff sche- 
dules which may be used in practice for circumventing 
the automatic extension to third states of concessions 
granted m bilateral commercial treaties”^ This power 
has been frequently used to neutralise the efficacy of the 
most-favoured-nation treatment 

Foreign Exchange Control — ^Under the system of ex- 
change control all trade and capital mo\ ements are 
subjected to strict state super\ision In the rationing type 
of exchange control, the state allocates foreign exchange 
to different varieties of imports as it thinks fit ■“ Such an 
arrangement neutralises the equalitj' of treatment much 
more effectively than the quota sj'stem The shortage of 



THE MOST FAVOURED-NATION CLAUSE 243 


foreign exchange nece'^'^itates discrimination between goods 
and that leads to discrimination between countries in an 
attempt to adjust balance of pajments 
Clearing and Compensation Agreements. — ^The clearing 
and compensation agreements are essentialh barter ar- 
rangements The clearing agreements provide for exclu- 
‘5i\e favours to the contracting parties distort the channels 
of trade and cause serious damage to the trade of third 
countries Discrimination becomes common in commer- 
cial practice 

From the foregoing analysis it will be seen that under 
the modern technique of protection equality of treat- 
ment has become inefTective m commercial practice This 
is due to new developments m mternational economic 
sv&tem which have made the environment uncongenial for 
proper functioning of the unconditional Clause As 
adv'erted to above the Clause requires monetary stability 
free functioning of currency and e'cchange. free circulation 
of goods, and expanding triangular trade so as to be able to 
eliminate discrimination and provide equalit> of treatment 
The present world economic system with shnnkmg inter- 
national trade international monetary mechanism broken 
down, substantive bilateralism m vxigue is incompatible 
with the spirit of the Clause' 

Exceptions to the F N Clause— It is open to the 
parties entering mto a commercial treatj containing the 
unconditional Clause to insert explicit exceptions The 
Clause as stated above intends to provide for equahtv of 
treatment Absolute equalitv of treatment is an ideal 
difficult to achieve The practical problem is to secure 
maximum degree of equalitv under given circumstance^. 
The Economic Committee of the League of Nations held 
that “ most favxjured-nation treatment ev en in its unres- 
tricted interpretation cannot be made applicable to certain 
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The three Scandinavian countnes, Denmark, Sweden and 
Norway, have traditionally followed the poUc>% m their 
commercial treaties with third states, of excluding from 
the operation of the M F N Clause all benefits which they 
mutually accord to one another The Baltic States, Finland, 
Esthoma, Latvia and Lithuania, follow the same practice 
Latvia further excludes the concessions she concedes to the 
USSR The USSR in most of her commercial treaties, 
excludes from the scope of the M F N Clause the pnvi 
leges and facilities granted to the countries which at an 
earlier date formed part of the Russian Empire (i e , Fm- 
land, Esthoma, Latvia, Lithuama and Poland) and to the 
adjacent states on the Asiatic contment (le, Chma, Mon 
golia, Afghanistan, Persia and Turkey) 

Spam and Portugal, on the Iberian Peninsula, exclude 
trade M,ith their former colonies from the scope of the 
Clause, m addition to the concessions mutually granted 
Thus, Spam m her commercial treaties excluded the special 
favours granted to Latm American Republics The United 
States, France, United Kmgdom, the South American 
Republics, the Central American Republics, Turkey, Bui- 
gana, incorporate m their commercial treaties similar ex- 
clusions from the M F N Clause 

These regional exceptions weaken the effect of the 
M F N Clause The Economic Committee of the League 
of Nations reframed from mvestigatmg these colomal pre- 
ferential arrangements in view of their political implica- 
tions But these issues wull haie to be faced and soR'ed 
if the mtemational econonuc relations are to be provided 
with a sound and stable basis The political struggle for 
imperialist expansion is one of the most important causes 
of the present debacle This form of discnmmatjon there- 
fore needs a prompt and effective check.^ No doubt m the 
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present atmosphere, surcharged with mutual suspicion, it 
will be difficult to have a common understanding, but the 
recent political and economic developments must prove an 
eye-opener to those who want to stick to the discriminatory 
practice on the plea that they are traditional The ad- 
vanced states,* saturated with political and economic im- 
perialism, will have to give up their narrow self-interest 
and tackle the problem with courage, firmness and fore- 
sight if the world is to be saved the spectre of tottering 
civilisation 

(iv) Sanitary Exceptions. — These are exclusions based 
on sanitary grounds or on grounds of internal safety 
These exceptions are desirable m the interests of the people 
Thus, exclusions arising from exceptional circumstances 
as regards munitions of war, or for reasons of the interior 
safety of the State, or for reasons of sanitary policy, for 
the prevention of the spread of epidemics, etc. have been 
accepted without demur During the post-war period, 
however, these restrictions or prohibitions have not been 
confined to a special emergency of a non-economic charac- 
ter, but have been frequently used for protective purposes 
and rendered the Most-Favoured-Nation Clause inope- 
rative 

(v) Exceptions for National Fisheries and Coasting 
Trade — These exceptions® have also been accepted and there 
has been no complaint against them 

(vi) In some cases the M F N treatment is accorded 
only to goods directly imported,”' those indirectly imported 
being excluded The possibility of nationalisation is denied 
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(vjj) AnU-diimpjnff Measures Excepted —Another im- 
portant exception is the imposition of countervailing duties 
on bounty-fed articles The complicated system of sub- 
sidies developed in recent >ears on a huge scale to stimulate 
exports, IS a serious menace to the equality of treatment 
Therefore, the anti-dumping clause is usuall> incorporated 
in modem commercial treaties For instance, the Franco- 
Canadian trade agreement of 12th May 1933, excludes 
"measures directed against all forms of dumping provided 
that they are applied in the same degree and under the 
same conditions to all other foreign countries in regard 
to which like causes arise • 

(viii) Multilateral Conventions to form an Exception — 
Since the depression, multilateral conventions have been 
suggested as an important potential exception to the M F N 
treatment * These conventions are discriminatory in effect 
But the sponsors of the conventions argue that m the 
present state of affairs they offer the most convenient and 
effective instrument for lowering down trade barriers’ 
Such agreements are open to accession by all countries 
prepared to conform with the obligations This is their 
distinctive feature which separates them from other devices 
used for obtaining exclusive concessions Besides, they 
provide for the granting of the stipulated privileges to 
non-signatory countries which accord equivalent advan- 
tages, whether by treaty or by virtue of their own auto- 
nomous policy It should, however, be noted that the 
dangers inherent in such a discriminatory practice could 
only be avoided if such agreements were to initiate a 
movement for the reduction of tariff barriers generally 
If thus worked, the multilateral conventions will be using 
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discrimination essentially temporary, to combat the 
modern large scale and more serious discrimination in the 
form of imperial preference This exception should receive 
universal recognition, under the abnormal conditions of 
the present day, as an instrument for securing the equality 
of treatment * 

Arguments against the Unconditional IVI F. N. Clause. — 
The dissatisfaction with the unconditional M F N Clause 
had been felt even in the pre-war period, but it gathered 
momentum during the war and in the early post-war 
period The unconditional practice was, therefore, discarded 
during these inter\»als But the unpopularity of the un- 
conditional Clause was essentially short-lived Soon the 
practice of equality of treatment was re-established and m 
greater glory due to the support of the United States 
Germany and Great Britain also rendered invaluable help 
in restoring the new system With the setting in of the 
depression, however and the evolution of new technique 
of protection, the equality of treatment has been endan- 
gered once again and serious misgivings have arisen about 
the the utility of the Clause under the present abnormal 
conditions These objections may be noted, for they would 
enable us to assess the permanent value of the Clause and 
the part it can play in the economic system of the future 

(i) It is argued that the most-favoured-nation system 
tends to promote free trade and thereby prevents young 
and undeveloped coun*nes from protecting their home 
markets adequately Since the tariff reductions are 
extended under the Clause to all countries, the result is 
a gradual decrease in the protection accorded to the 
national economy This is not a correct view The 
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equality of treatment, which the Clause intends to pro 
mote, does not necessarily mean free trade, it means 
elimination of discrimination Therefore protection is 
consistent v.ith the spirit of the Clause, provided it is 
reasonable, as adverted to abo\e Again the Clause does 
not obstruct protection to the home market, provided it is 
reasonable and no discrimination is made between different 
suppliers As has been shown in the first chapter, most 
of the advanced countries have had to resort to protection 
for improving their technique of production since the earlj 
stages of industrial evolution and the most favoured nation 
treatment has never stood in their way The Clause pena- 
lises discrimination, and not reasonable protection deter- 
mined by the domestic economic requirements Adequate 
protection can be provided to the home market without 
resorting to discrimination* and the wastes inherents in it 

(u) Another important objection raised agamst the 
Clause IS that, instead of tending to lessen the barriers to 
international trade it tends to add to them The reasons 
advanced in support of this contention are as follows 

(a) A country which would be prepared to grant tariff 
concessions to another will hesitate to do so if they are 
automatically extended to all countries To this it may 
be said that it is in the interest of the importing country 
itself to generalise its concessions 

(b) Another argument advanced is that the value of 
concessions granted to a country is reduced since they 
have to be extended automatically to other countries No 
doubt (he value of concessions obtained under the Clause 
are not exclusive, but, this fact is known to both the parties 
at the time they enter into the treaty, so that the question 
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of their subsequent lessening m value, if any, is not un- 
expected Besides, the mere fact that a concession is to 
be generalised does not reduce its value because the parties 
have made full allowance for this contingency in the treaty 
The generalisation of concessions, under the system of 
equality of treatment, helps all the countries Exclusive 
concessions result in discrimination and lead to retaliation, 
mternational ill-will and suspicion 

(c) A more plausible objection is that a country will 
refrain from granting tariff reductions in order to obtain 
others m exchange when it kncnvs that if it only waits 
It will obtain the benefit of the reductions that will be 
granted to third countries No doubt a country will gam 
from the generalisation of concessions contained m com- 
mercial treaties with individual countries and therefore 
may be reluctant to take initiative But this passive 
attitude is short-sighted because in the first place advan- 
tages derived from the generalisation of concessions are 
secondary, and secondly such an adamant attitude will 
cause ill-feeling In the long run, therefore, no country 
will find it profitable to resort to such a policy 

(d) Further, it is argued that a country will not derive 
from a concession it is prepared to make, all the advan- 
tages the concession might secure for it, because, while 
granted to a contracting country in return for compensa- 
tion, the concession will be extended gratuitously to all 
countries that refuse to “pay” to get it The concessions 
generalised under the Clause are not gratuitous, as they 
may at first sight seem The concessions, thus availed 
of, are usually paid for In rare cases, where a country 
refuses to pay it should be excluded, instead of the whole 
system being overthrown 

(ill) Another important objection is that the M F N 
principle is particularly ill-suited for dealing with coun- 
tries having prohibitively high single-schedule tariffs, who 
rely on their M F N treaties to bring them all the con- 
cessions which other countries engage reciprocally to 
grant to each other, but are under no real pressure to make 
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any concessions in return As adverted to above, the 
M F N treatment permits only a reasonable protectionist 
tariff, essentially temporary, so that a country resorting 
to prohibitory smgle-schedule tariffs could be excluded 
from the benefits of the Clause Such an exclusion would 
be an effective weapon to brmg round the recalcitrant 
country 

(iv) It IS said that the Clause hinders effective tariff 
bargaining It prevents the negotiators from obtaining 
advantages through the possibility of discrimination, and 
from using the same concessions several times over for 
different negotiations, m order to derive maximum possible 
advantages from the successive negotiations To this 
objection it may be said that commercial bargaining, in 
the absence of the M F N Clause, would be highly com- 
plicated, it would lead to discrimination and distort the 
normal channels of trade It would lead to anarchy m 
international commercial policy Therefore, the most 
effective remedy is to popularise use of the M F N Clause 
m commercial bargaming and make it universal,’ for any 
damage to the Clause would mean discrimination 

(v) Another argument is that the increasing tendency 
towards specialisation of tanffs tends to deprive the M F. 
N Clause of its significance, since concessions can then be 
granted in such terms as to make them inapplicable to 
the products of third countries This is veiled discrimina- 
tion and does not involve legal violation of the Clause 
The uce of such veiled discrimination has become more 
marked since the depression This form of abuse can be 
remedied by adding a suitable pledge to the Clause to the 
effect that customs tariffs should not be used as a means 
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of discrimination against the trade of other party * The 
obedience to the Clause should be demanded not merely 
m letter but in spirit 

The Future of the Most-Favoured-Nation Clause. — 
It will be seen from the foregoing discussion that the un- 
conditional M F N Clause stands for equality of treat- 
ment The protectionist have no cause to demur because 
the Clause leaves them alone, so long as the measures 
taken by them are moderate, in the sense of being deter- 
mined by the reasonable economic requirements of domes- 
tic industries Besides, il helps the protectionists by sa\’- 
mg the trouble of complicated and wasteful bargaining 
which exclusive commercial concessions entail The 
guarantee of equality of treatment is invaluable • No 
doubt the complicated technique of protection, evolved 
since the setting in of the depression, has caused serious 
breach! s in the equality of treatment which the Clause 
has failed to hll up This is largely due to the narrow 
interpretation put upon the Clause Besides, the Clause 
cannot be expected to be a panacea for all ills from which 
the international economic system may suffer It has 
helped, whenever its help has been sought, to mitigate 
considerably the rigour even of the present protec- 
tionist measures, as shown in the preceding pages Thus 
the M F N Clause, even under present abnormal condi- 
tions, IS invaluable for regulating international economic 
relations and will, undoubtedly, continue to be so m future 

But if the Clause is to play its proper part in mamtam- 
ing the equality of treatment, it is essential that the 
parties should co-operate m admimstermg the Clause and 
m observing it not only in letter but also in its spirit 
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For, as showTi abo\ e, the letter of the Clame can be legally 
obser\ed \\hile the spint ma\ stand trampled Much of 
the present anarchs in international economic relations is 
Que to the dishonest intentions on the part of seseral 
counries to reap the benefits under the Clause and at the 
same time esade the obligations b> narross mterpretation- 
As ads erted to abos e imperial preference recognised 
as an exception to the Clause, constitutes the most flag- 
rant breach of the spirit of the Clause, it is a negation of 
equality of treatment Similarls the deselopment of 
admmistratise protectionism has impaired the effectis eness 
of the Clause Thus, the s>stem of equality of treatment 
stands to-day senously chaUenged b> de /acio discnmina 
tion 

The most formidable task, therefo*^, is to remose the 
menace of discrimination In this task of reconstruction 
of the economic system, the unconditional M F N Clause 
can play a s*aluable part To combat the grossing menace, 
the rigid and narrosv interpretation of the Clause should 
be gisen up and attempts be made to create loss tariff areas 
by entering into multilateral agreements Sirmlarl>, under 
the present conditions, preferential arrangements between 
the contiguous countries open for accession to all others, 
entered into in order to reduce the trade barriers, should 
be encouraged But, the institution of colonial and imperial 
preference, sshich is the worst sore of the modern economic 
sjstem, should be discouraged and cease to constitute an 
exception to the Clause A liberal interpretation of the 
Clause and a more sincere and earnest attempt to ssork 
the same in its true spirit is an essential need ot the day 

The conclusions ma> be tabulated as follows (1) The 
M F.N Clause has placed an important part in mdustrial 
de\*elopment and continues to render in\aluable assistance 
m the normal functioning of the international econonuc 
mechanism The guarantee of equality of treatment is 
mdispensable for the de\eIopment of world trade 
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(2) The recent de\elopments in the technique of modem 
commercial policy, m the form of import quotas, clearing 
and compensation agreements, etc , have impaired the 
efficiency of the M F N Clause in securing the equality 
of tneatraent in international trade Rigid bilateralism 
has come in vogue 

(3) This IS largely due to narrow interpretation of the 
M F N Clause in order to find an escape from its obli- 
gations 

(4) A liberal interpretation of the M F N Clause wilt 
help a great deal in removing the serious menace of com- 
mercial discrimination Further, economic imperialism, m 
the garb of imperial preference, should be regulated by 
the M F N Clause To-day, it is one of the important 
causes of economic and political instability m the world 
It should cease to be an exception 

(5) In view of the present abnormal conditions and 
complicated trade barriers, the formation of low tariff 
areas, open for general access should be encouraged by a 
liberal interpretation of the M F N Clause 



CHAPTER VII 


TRADE AGREEMENTS PROGRAMME OF THE 
UNITED STATES 

Tiir growth of the United States tariff policj, as rcMCwed 
in the first chdpter. records the triumph of vested interests 
over the economic welfare of the community Economic 
prosperity of a community rests upon specialisation on 
the part of different producing units in the community 
and the mutual exchange of goods and serMces turned out 
by these units No doubt limited tariff protection of an 
essentially temporary character can do immense good to 
a relatively backward country in helping it to consolidate 
its industrial structure, but the attempt to build up a self- 
sufficient economic system is both dangerous and waste- 
ful ‘ Self-sufficiency in the modem world is a mirage 
Trade barriers can curtail trade, but they cannot entirelj 
eliminate it The damage to the economic system caused 
by trade barriers Is considerable, the channels of trade 
are distorted and mefficient industrial enterprises propped 
up within the protectionist system. In a democratic coun- 
try these organised vested interests created by the pro- 
tectionist system exert pressure upon the legislature and 
try to perpetuate the protection granted to them. 

There has been a consistent and cumulative rise in the 
American tariffs In the pre-war period, the adverse effects 
of rising American tariffs were partly neutralised by the 
debtor position of the United States and the relatively 
liberal tariff policy pursued by other advanced countries 
The Great War brought about basic and far reaching 
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changes both m the economic posiLon of the United States 
as well as m the commercial policy of other important 
countries The United States emerged from the war a 
creditor country, destined to receive large payments from 
the debtor countries by way of interest and principal 
advanced The failure on the part of the United States to 
grasp the full significance of this new situation is largely 
respon':ible for the complications of the post-war economic 
policy Notwithstanding the shift in her position from a 
debtor to a creditor status, the United States continued 
to follow the same obstructive policy of excessive protec- 
tionism of the pre-war days, which imperilled her position 
and led the rest of the world into an economic abyss In 
order to safeguard her mtemal industries against the 
alleged danger of foreign competition and to ensure the 
maintenance of a high standard of living, the United 
States resorted to special tariff protection in the form of 
an emergency tariff Act of 1921, which was further streng- 
thened by the Fordney Tariff of 1922 
The most obvious result of this excessive increase in 
American tanfif duties was that the difficulties of European 
debtor countries increased and their economic policies 
became complicated Not only was their internal economic 
recovery retarded, but they found it extremely difficult, 
due in no small measure to the commercial policy of the 
creditor countries, to pay their external debts through the 
export of goods and services Thus, deprived of the normal 
methods of discharging their external debt obligations, 
they were forced to export gold, at the risk of their 
financial systems Till the end of January, 1924, the 
United States had a contmuous inflow of gold imports ^ 
This policy of excluding goods and services and accumu- 
latmg gold had dangerous consequences Attempts were 
made to sterilise huge stocks of gold The Federal Reserve 
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Banlcs announced that re«er\e ratios would no longer be 
a guide to their credit pohcj, and that they would con- 
serve this gold, which was bound to be redistributed some 
day, so that its loss at a later date may not disturb the 
structure of internal trade and industries Open market 
operations w’ere resorted to for preventing these fresh 
stocks of gold bemg used as a basis for additional credit; 
the expansion of credit had to be checked The mterest 
rates were kept higher than warranted by the gold reserves 
This further tended to stimulate the imports of gold Some 
of this gold flowed mto the credit structure and led to the 
expansion of credit 

This IS not all The accumulation of huge stocks of gold 
in the Umted States caused contraction of credit and fall 
m prices m those countries which were deprived of their 
gold reserves by this unprecedented dram There was a 
marked appreciation in the purchasing power o! gold, 
which added to the difBcuItie^ of foreign debtors,^ the 
burden of the debt mcreased Besides, the contmuous 
outflow of gold endangered their currency sj’stems The 
trade barriers were, therefore, raised by foreign countries 
m self-defence to protect them currency 55 stems Thus, 
America’s gold accumulating policy was responsible for 
havmg given a spur to trade restrictions The Hawley- 
Smoot Tariff Act of 1930 is a stnkmg example of the hold 
of vested mterests on American legislation, which risked 
the general economic welfare of the community for pla- 
cating a se lfish minority - 

Reciprocity Pro\isions of the American Tariff. — ^The 
Amencan practice of bargammg for exclusive favours 
shows the futility of such a policy from a national as well 
as an international standpomt Under section 3 of the 
Tariff Act of 1890, the Pi^ident vas empowered to pro- 
clainv without jfierence to Congress ijiecifiod penality 
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duties on sugar, molasses, coffee tea, and hides imported 
from any country, which imposed upon American products 
such duties and other charges as he deemed to be “ reci- 
procally unequal and unreasonable” Thus, the President 
had power to place the goods of one nation on a less 
favourable basis in the American market than the goods 
of another in case a nation should refuse to grant special 
favours to American products m its markets Under this 
law, the President concluded trade agreements with 
Brazil, Spain, Salvador, the Dominican Republic, German 
Empire, Great Britain, Austria-Hungary, etc All these 
agreements were terminated by the Tariff Act of 1894 

The tariff Act of 1897 changed the principle of tariff 
bargaining The first part of section three empowered 
the President, on return for “reciprocal and equivalent 
concessions,” to grant specified reductions m regular tariff 
rates Agreements under this provision required neither 
the ratification of the Senate nor the approval of the Con- 
gress Agreements known as the “Argot Agreements,” 
were negotiated with France, Germany, Italy, Switzerland, 
Spam, Portugal, Bulgaria, the U K, and the Netherlands 
The United States received reciprocal concessions under 
each one of these agreements But the most essential 
point to note about these concessions is that they were m 
no case exclusive, all that the United States secured was 
minimum or conventional rates 

The second part of section three contains provisions 
identical to those contained in the Tariff Act of 2890 The 
President was authorised %vithout reference to Congress, to 
negotiate commercial treaties m order to secure to the 
United States special privileges m foreign markets in 
return for free admission into the American market of 
coffee, tea, tonka beans and veniUa beans Those countries 
which refused to grant special favours could be penalised 
by imposing higher duties on their products into the 
American market 

Under Section 4 of the Act the President uas autho 
rised to negotiate for concessions m foreign markets and 
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to concede in return a reduction in the duties of the Tariff 
Act of not more than 20 per cent of those duties, or to 
transfer to or to agree to retain on the free list specified 
articles from any country making satisfactory concessions 
But the treaties negotiated under it had to be ratified by 
the Senate and approved by the Congress before they 
became effective Under this provision treaties knoivn as 
“ Kasson Treaties ’ were negotiated with Great Britain 
France Argentine Repubhc etc The Senate however, 
refused to ratify these treaties The American experience 
showed that bargainmg for special or exclusive favours 
was not in the best interests of the country Discrimina 
tory tariff policies make retaliation inevitable and thus 
sow the seeds of resentment and ill will This pobcy was 
therefore given up both in form and principle The Tariff 
Act of 1909 discarded the principle of bargaining for special 
favours and instead endeavoured to achieve equably of 
treatment for the American products in foreign markets 

Penalty Provisions of the American Tariff— The Tariff 
Act of 1909 deleted the reciprocity provision of the Act 
of 1897 and instituted instead the penalty clauses The 
duties then imposed were expressly stated to constitute 
the minimum tariff which could under no circumstances 
be lowered The maximum schedule could be had by an 
addition of 25 per cent ad valorem to each rate The 
President was empowered to apply the maximum tariff to 
the products of those countries which unduly discriminated 
against the products of the United States Thus, the 
United States did not offer any reductions in her own 
mimmum tariff and tried to obtain equality of treatment 
in foreign markets by threats of penalty Such a policy 
IS unsound as subsequent expenence has shown beyond 
doubt 

The Act of 1922 introduced similar provisions The 
President was authorised to impo'je additional duties on 
imports from any country which “discriminates in fact” 
against the United States or ‘ imposes any unequal im- 
position or diocnmmation ’ If the President finds that 
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any benefits accrue or are likely to accrue to “ any industry 
in any foreign country ” from the imposition or discrimi- 
nation, he may cause to be levied additional duties, not 
exceeding 40 per cent, “to offset such benefits” There 
was no mention of the minimum tariff in this Act 

The Tariff Act of 1930 further strengthened this policy 
The President was empowered to impose additional duties, 
up to 50 per cent on imports from any country which 
imposed on American products any unreasonable charge 
which was not equally enforced upon the like articles of 
eveiy foreign countrj' Further, if any country maintained 
or increased its discrimination, the President could com- 
pletely exclude its products from importation into the 
United States The minimum tariff was not gpecificallj 
mentioned 

Jf null be seen that the American tariff pohcy has con~ 
sistently tended to exclude imports by raiding tariff 
duties 1 At the same lime by negotiating reciprocal trade 
agreements attempts have been made to increase American 
exports Such a policy 6eieals its purpose, for it ignores 
the fundamental fact that imports pay for exports No 
threats can remove this vital contradiction m American 
tariff policy On the contrary, the threats, by hurting the 
self-respect of the countries against whom they are held 
out, introduce dangerous complications in commercial 
policy 

Under such circumstances, the principle of unconditional 
M F N treatment, which was accepted by the United 
States in negotiating commercial treaties in 1922, also 
failed to improve the situation This was, obviously, due 
to restrictive tariff policy pursued by the United States 
The underlying spirit of the unconditional M F N Clause 
IS that valuable reductions in tariffs, or other trade bar- 
riers, shall be made by both the parties negotiating a 
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commercial treaty, which shall be subsequently generalised 
to third parties having similar arrangements But the 
United States never offered any reductions m her tariffs 
She had her autonomous tariff which was fixed as she 
liked- The executive (President) had no power to alter 
it, the legislature dominated by the organised vested 
interests was in no mood to lower it On the contrary, 
the duties were consistently pushed up “ ngidly and piti- 
lessly” Thus what the United States offered was not an 
equality of favourable treatment but of equally bad treat- 
ment all round In return for this equally bad treatment 
she insisted that other countries should treat her as well 
as they treated any third country If any country entered 
into a commercial treaty with another, containing mutual 
tariff reductions or other concessions, the United States 
claimed the same under the uncoditional M F N Clause 
If the concessions were not immediately and uncondi- 
tionally extended to her, the President threatened to use 
his powers by invoking the penalty provisions This 
pretence of unconditional &LP N treatment is apt to dis- 
credit the system. Prof Taussig says “ All this constitutes 
what may be called, to repeat, the club policy We make 
no offer We fix our own duties quite as we please, and 
quite imaltcrably With each successive tariff act, v/e 
shove them higher and higher We make them applicable 
to all countnes without mitigation And then we insist 
that all countries shall m turn treat us as well as they 
treat any third country If any one of them grants a 
favour or reduction to another, this must automatically 
inure to us also If not, the President has the club in his 
hands He may impose heavy additional duites on their 
products, he may even exclude them entirely Such an 
attitude was bound to defeat its own objective and create 
international friction and iH-wiIL In the interests of 
American trade and industries, apart from any other con- 
sideration, this policy had to be reversed- 
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From the foregoing it will be seen that one of the largest 
Darners to world trade has been the excessively high 
American tariff The tariff acts of 1922 and 1930 raised 
the American tariff duties b^ond the bounds of legitimate 
protection Particularly the upward revision of tariff rates 
in 1930 “ definitely contributed to prolonging and deepen- 
ing the world depression It gave rise to tariff retalia- 
tion, which, coupled with the new methods of trade con- 
trol, has definitely restricted world trade The world trade 
declined from 68,622 million dollars in 1929 to 23,288 million 
dollars in 1934, a decime of about 61 per cent American 
trade, durmg the same period, declined from 9,495 to 2,229 
million dollars, a decime of 76 5 per cent This economic 
insecurity led to political insecurity * An essential pre-requi- 
site for the restoration of world trade is, therefore, the 
liquidation of the enormous superstructure of restrictions 
raised since 1929 In this process of reconstruction and 
rehabilitation of world trade the United States must play 
a significant role Prof Taussig tightly suggested that the 
“whole present policy should be scrapped 

Methods of Reducing Trade Barriers. — There are three 
devices for the reduction of trade barriers and the libera- 
tion of trade policy (1) unilateral tariff revision, (2) 
multilateral convention, (3) bilateral or mutual lowering 
of trade barriers Unilateral action will not have the 
desired effects under the present conditions of world eco- 
nomy The United States could have safely resorted to 
the unilateral downward tariff revision if the pre-war 
economic system was still in vogue The abandonment 
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of the gold standard and the evolution of the new tech- 
nique of protection during the depression has neutralised 
the efficac> of unilateral action Under these peculiar 
economic conditions, the unilateral reduction of tariffs will 
immediately flood the domestic market with imports This 
sudden inflow of imports is apt to dislocate domestic 
industnes At the same time, the exports would not 
record a proportionate increase because unilateral action 
would not exert sufficient pressure upon foreign countries 
to give up their extreme protectionist policies ^ The 
obvious result would be that these unilateral reductions 
may ha\e to be withdrawn to save domestic industries 
from the spectre of rum The downward revision of 
tariffs to be fruitful must, therefore be reciprocal Tn short, 
the unilateral action is ill-suited to the present economic 
conditions of the world 

Can v<e then expect any substantial assistance from 
multilateral conventions in the liquidation of trade bar- 
riers ’ Here, too, we find that the present world economic 
conditions present serious obstructions In these days of 
economic self-sufficiency and political suspicion it is very 
difficult to formulate an agreed con\cntion which would 
serve the interests of all parties alike Besides, a multi- 
lateral com ention would necessarily require much time to 
negotiate It would be difficult to evolve any scientific 
principles as a guide to the downward revision of tariffs 
The percentage reduction of tariffs, the sole promise under 
the multilateral system, is far from scientific, it aids the 
recalcitrant and penalises the sober Again, a multilateral 
reduction m trade barriers cannot go beyond what the 
warmest supporters of autarchy are prepared to do Thus, 
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at best the ultilateral conventions would touch only the 
fringe of the problem * 

Under the present world economic conditions, therefore, 
the bilateral method, or mutual lowering of trade barriers, 
IS most profitable This method enables a full frontal 
attack on all forms of trade barriers, tariff as well as non- 
tariff Besides, it has the advantage of enabling countries 
to concentrate their attention on those forms of trade bar- 
riers which affect them most Again, mutual negotiation 
IS bound to soften the protectionist proclivities of organised 
\ested interests in democratic countries The success in 
this direction will be more marked if the power of nego- 
tiating trade agreements, within definite limits is vested 
m the executive and the subsequent ratification by the 
legislature is not required for that would discourage the 
influence and patronage of the organised minorities in 
preserving and strengthening the status quo The tariff 
revision effected under expert guidance which executive 
control usually implies is more scientific and better suited 
to the interests of the community All the repercussions 
of the tariff changes are analysed and studied m detail 
with the assistance of an expert staff, and the mutual dis- 
cussion between the negotiating countries imparts greater 
objectivity and softens the rigour of narrow self-interest 

Bilateralism is of two types — substantive and formal 
The substantive bilateralism leads to exclusive trade agree- 
ments which breed discrimination and retaliation Exclu- 
sive favours granted under this method m which no third 
country can participate is a constant source of interna- 
tional friction and ill will Such a system helps to raise 
rather than remove trade barriers Under the formal 
bilateralism, however the mutual reduction in trade bar- 
riers in a given trade agreement are generalised through 
the M F N Clause to third parties This system should. 
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therefore, be preferred because it eliminates the possibi- 
lity of commercial discrimination 

In \ lew of the serious dislocation in the structure of 
American commerce, as a result of tariff retaliation and 
other methods of trade control there was a complete 
unammitj among the experts m the Umted States that an 
essential prerequisite to the rehabilitation of trade was a 
radical revision of the commercial policy pursued by the 
Umted States As regards the method of revision, the 
consensus of expert opimon was that it should be effected 
m such wis® as to mduce other countries to follow a simi- 
lar course of action What was most essential was a 
general re^nsion of the commercial pobcies of most of the 
ad\aoced coimtnes, which had resorted to trade restnc- 
tion The United States, due to her new position’ acquired 
durmg the post-w ar penod, both as a creditor and a highly 
advanced industrial country, ivas expected to giie a lead 
m the direction of a more rational commercial pobcy m 
her owm interests To keep her mdustnal structure at the 
highest pitch of efficiency, the Umted States required 
markets for her manufactures as weU as farm produce and 
cheap raw materials to feed her industries Besides, as 
a creditor nation she had to be prepared for a passive 
trade balance, if her dues were to be promptly paid for 
The failure on the part of the Umted States to recognise 
the full imphcations of her new economic position was 
therefore responsible for the erroneous commercial pobcy 
and the compbcations of the post-war period throughout 
the world, discussed m the preceding pages A more 
rational and bberal attitude in matters of commercial 
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policy alone could re-establish international economic 
equilibrium 

Public opinion in America was more inclined towards 
the bilateral reduction of trade barriers As early as June 
1931 Mr Cordell Hull proposed bilateral trade agreements 
as an effective instrument of a rational and liberal trade 
policy > The supporters of this policy increased as the 
retaliatory measures taken by foreign countries m conse- 
quence of Hawley Smoot Tariff Act of 1930 multiplied 
American goods found foreign markets gradually bolted 
against them The reciprocal tariff policy was made an 
important issue m the first Presidential election of Presi- 
dent Roosevelt and the implications of the policy were 
brought home to the large mass of voters from the press 
and the public platform The result of the Presidential 
election showed the faith of the American people m the 
new American economic policy outlined during the course 
of the election campaign by the leaders of the democratic 
party 

On March 2, 1934, President Roosevelt requested the 
Congress to authorise the executive to enter into executive 
commercial agreements with foreign countries In the 
course of his message he stated that he wanted this power 
within carefully guarded limits to modify existing duties 
and import restrictions in such a way as to benefit 
American agriculture and industry This shift m the 
traditional American commercial policy was necessary in 
view of the startling decline in world trade, and more 
particularly m the foreign trade of the United States 
Further, a full and permanent domestic recovery depends 
in part upon a revived and strengthened international 
trade and that American exports cannot be permanently 
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mcreascd without a corresponding increase in imports ^ 
Thus, the President brought home to the American people 
the essential interdependence of imports and exports, of 
domestic and international prosperity This records a 
remarkable change in American commercial policy 

For encouraging American exports, President Roosevelt 
suggested the method of bilateral trade agreements He 
said “ other governments are to an ever-increasmg extent 
winning their share of international trade by negotiating 
reciprocal trade agreements If American agricultural 
and industrial interests are to retain their deserved place 
in this trade, the American Government must be m a 
position to bargain for that place with other governments 
by rapid and decisive negotiations based upon a carefully 
considered programme, and to grant with discernment 
corresponding opportunities m the American market for 
foreign products supplementary to our own ” Thus the 
President asked for an effective bargaining power, which 
could be promptly exercised, for encouraging America’s 
foreign trade, the power to “make fair offers for fair 
opportunities ” 

The Heciptocal Trade ABmemcnts Act of 1534 —In view 
of the foregoing request of the President, the Reciprocal 
Trade Agreements Act. amending the Hawley-Smoot Act 
of 1930, was passed and came into force on the 12th June, 
1934 The Act empowers the President for a period of 
three years, to enter into executive trade agreements with 
foreign countries “ for the purpose of expanding foreign 
markets for the products of Uie United States, by affording 
corresponding opportunities for foreign products m the 
United States ” For the purpose of such agreements the 
President can modify customs duties, impose new trade 
restrictions, and bind, against change, for the period of a 
particular agreement, the existing customs treatment 
accorded to the commodities specified in the agreement. 
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His power of modifying duties is, however, limited He 
shall not mcrease or decrease by more than 50 per cent 
any existing rate of duty or transfer any articles between 
the dutiable and free lists This trust reposed in the 
executive has been sufficiently justified * 

Implications of the New Trade Policj — The Trade 
Agreements Act of 1934 marks a far-reaching change in 
the comm>=‘rcial policy of the United States ^ Several 
important principles have been mtroduced For the first 
time in the history of American tariff legislation, the Trade 
Agreements Act recognises the essential principle that an 
expansion of exports is indispensable to domestic economic 
prosperity The preamble to the Act emphasises the 
necessity of increasing American exports “ as a means of 
assisting m the present emergency in restoring the 
American standard of living in overcoming domestic un- 
employment and the present economic depression, in 
increasing the purchasing power of the American public 
and m establishing and mamtaming a better relationship 
among various branches of American agriculture, industry, 
mining and commerce” This is a welcome change in 
American commercial policy 

Another important principle underlying the new 
American commercial pohcj is the recognition of close 
interdependence of exports and imports Exports pay for 
imports To be able to increase her exports America must 
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be prepared to accept more imports This records a re- 
markable change in America’s traditional tariS policy The 
President is authorised to exercise the powers granted to 
him “ whenever he finds as a fact that any existing duties 
or other import restrictions of the United States or 
any foreign country are unduly burdening and restrictmg 
the foreign trade of the United States” and enter into 
negotiation w ith foreign governments in order that “ foreign 
markets will be made available to those branches of 
American production which require and are capable of 
developmg such outlets hy affording correspondmg market 
opportunities for foreign products m the United States ” 
In order that the President may be able to demand effec 
lively the equality of treatment for the American products 
from foreign countries, he is given the discretion to “ sus- 
pend the application of trade agreements rates to articles 
the growth, produce, or manufacture of any country 
because of its discriminatory treatment of Amencan 
commerce ” Thus, the mam objectives to be sought are 
the gradual removal of international trade barriers and 
equality of treatment for Amencan exports 
The unconditional interpretation of the M F N treat- 
ment was introduced for the first time m Amencan com- 
mercial policy by the tariff Act of 1922 and contmued 
under the Hawley-Smoot Tariff Act of 1930 But, as 
pointed out above, what Amenca extended in practice was 
not an equality of favourable treatment, but an equally 
bad treatment all round Prof Taussig rightly suggested 
that “ this pretence of a general M F N system should be 
given up” The Tariff Act of 1934, therefore, empowers 
the President to grant substantial concessions through trade 
agreements Under the new policy a country entering 
into a trade agreement with the United States recen.es the 
specific reductions m duties contained m the schedules 
attached to the agreement together wuth a general promise 
that any dutj reductions granted in future to any other 
coimtry would also be extended to it automatically and 
without any compensation Further, in keeping with the 
spirit of the M F N Clause the duty reductions granted 
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in an agreement with anj particular country are extended 
automatically and wnthout compensation to all other coun- 
tries, subject to certain exceptions 

The United States has adopted the test of discrimination 
for generalising the concessions In practice, the policy 
amounts to a general offer to extend the tariff concessions 
contamed m individual trade agreements to all countries 
which do not, m fact discriminate against American 
exports' Thos® countries which follow discriminatory 
practices cannot claim the concessions granted by the 
United States m its trade agreements so long as the> 
continue to practice discnmination.^ 

The general rule gov'enung the selection of commodities 
is that each country receives tariff concessions on those 
commodities of which it is the prmcipal or major sup- 
plier This basis of granting tariff concessions equips the 
United States government with added bargaining strength 
while negotiating trade agreements with mdividual coim- 
tnes In other vrords, b> this method the United States 
can obtain better terms for its exports from other coun- 
tries than would otherwise be possible 

The United States adopts Bilateral Method of Tariff 
Reduction . — As has beer pointed out above, prior to the 
adoption of the Trade Agreements Act of 1S3-1 the United 
States was the only industrially advanced country pursuing 
an “autonomous” tariff policy The result was that the 
United States could not pe’-uade other countnes to reduce 
the trade restrictions imposed unon her exports This 
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lack of bargaining power pro\ed a serious obstacle to the 
expansion of Amencan trade and commerce The bilateral 
method of tariff reduction was therefore sugge<rted 
Reviewing the Amencan tariff pobcy Prof Taussig said 
The belief that separate bargains with mdividual coun 
Ines now constitute the first step towards a solution of 
the troublesome problem is based on the international and 
domestic situation as it now stands An entirely fresh 
start might mdeed conceivablj be made by us with a new 
general tariff act of a reasonable character with general 
provisions for reductions going far enough to mean some 
thing to other countnes, and with equality of this favour 
able treatment for all countries that treated us in like 
manner Much can be said for a simple and straightfor 
ward policv of this kind Much can be said, also again«t 
the pobcy of separate treaties It does often lead to 
bargaining and bickenng It lends itself to pressure b\ 
mterested persons The negotiators are tempted to tr^ 
to get the better of each other The result aimed at — a 
loosening of the restrictions on commerce betwe^ nations 
‘—15 m danger of being buned m the mass of details 
These dangers and disadvantages inhere m the procedure 
But it seems now to be the only practicable one for 
progress towards the goal Our tariff is too complex and 
the difficulty of a general overhauling is so great that the 
problem of revision had best be taken up piece by piece 
schedule by schedule The same complexities and difficul 
ties appear unhappily in the tariffs of other countries. 
The world all round is in a situation where the onlj 
available course seems to be a patchwork,’’^ He further 
added It is not impossible fortunately that m this case 
patchw ork may lead in the end to somethmg well knit and 
durable Successive negotiations with the several countries 
may proceed on simik-r lines, and may bring harmonj m 
the results The eventual outcome may not be essentially 
diSerent irom w^at it woiiid be iS a most iavoured nation 
programme w ere laid do vn at the start Fortunately 
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the suggestion of Prof Taussig has been accepted and the 
Trade Agreements Act of 1934 records a change from the 
" autonomous ” to the “ conventional ” tariff system ^ The 
progress of the trade agreements programme shows that 
his expectations are now bemg gradually realised 

It has already been shown that under the present world 
economic condition^, the formal bilateral method of 
attacking trade barriers augurs well for liberal trade policy 
The United States should try to secure a relaxation of 
those trade barriers which are most injurious to her trade 
and industries Similarly, the foreign countries entering 
into trade agreements with the United States can con- 
centrate their attention on those commodities which are 
seriously handicapped in the American market by tariff 
or other trade restrictions In other words, each trade 
agreement represents a direct attack upon those trade 
barriers in the two countries which are particularly 
obstructive to their mutual trade Thus, the bilateral 
method is more effective than the unilateral downward 
revision of the tariff Besides, under the bilateral method 
more substantial reduction of trade barriers can be effected 
due to mutual reciprocity FYom the standpoint of the 
Umted States, therefore, after a sufficient number of trade 
agreements have been concluded and the tariff reductions 
embodied in each have been generalised through the 
operation of the unconditional M F N principle, the final 
result will be much better than that which could be had 
under unilateral reduction 

Another important feature of the Trade Agreements Act 
IS the absence of any requirement of legislative sanction 
of the trade agreements concluded under the Act This 
IS a very significant change m the traditional American 
tariff policy The history of American tariff shows that 
the trade agreements programme would not have succeeded 
in practice were the agreements contingent upon legisla- 
tive ratification Prof Taussig had suggested earlier that 
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“the executive should have authontj to offer favours 
definitelj— something m the way of an assured reduction 
of duty It IS hopeless to expect any consistent or effective 
action if each individua] treaty must have a two thirds 
vote in the Senate Thus» the Trade Agreements Act 
augurs well for the future The President it is hoped, 
will use his power m combating the traditional excessive 
protectionism at home and autarky abroad, he can give a 
lead in the reconstruction of world economic policy and 
the restoration of the distorted channels of trade to their 
normal form 

The Commercial Treaties under the Trade Agreements 
Act — It IS now necessary to review the progress of the 
reciprocal trade agreements programme and the difficul- 
ties encountered m the process of negotiation The number 
of trade agreements entered into with foreign countries, 
the dates on which they were signed and came into effect 
may be seen from the foDowmg table — 

Country Signed Entered into force 


Cuba 

24- S-lt)34 

S- &-198-4 

Brazil 

2- 2 1935 

1- 1-1936 

Belgium 

27- 2-1935 

1- 5-1935 

Haiti 

23- 3-1935 

3- fr-1935 

Sweden 

25- S-1935 

5- 8-1935 

Columbia 

IS~ 7-1930 

20- 5-1936 

Canada (2) 

1^11-1935 

1- 1 1936 

Honduras 

18-12 1935 

2- 3-1936 

Netherlands and Colonies 

20-12-1935 

1- 2-1936 

Switzerland 

9- 1-1936 

15- 2-1936 

Nicaragua 

11-3 1936 

1-10-1936 

Guatemala 

24- 4-1936 

15- 6-1936 

France and Colonies 

6- 5-1936 

15- 6-1936 

Finland 

18- 5-1936 

2-11-1936 

Costa Rica 

28-11-1036 

2- 8-1937 

El Salvador 

19- 2-1937 

13- 5-1937 

Czechoslavakia 

7 3-1938 

16- 4-1938 

Fcuador 

6- g-193S 

23-10-1938 

Lnited Kingdom 

17-11-1938 

1- 1-1939 

Turkey 

1- 4-1939 

o- 5-1939 

t cnczuela 

6-11-1939 

16-12-1939 

Iraq 

3-12-1938 

19- 6-1940 
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In addition to the foregoing agreements, there have been 
a few other commercial understandings which should be 
noted for a proper appreciation of the reciprocity pro- 
gramme The first is a provisional commercial agreement 
with Czechoslovakia in the form of an Exchange of Notes, 
signed at Washington on March 29, 1935, under which the 
parties agreed to grant each other unconditional most- 
favoured-nation treatment with regard to export and 
import duties and all regulations affecting the sale, taxation 
or use of imported goods Pair and equitable treatment 
was stipulated with regard to exchange control, quotas and 
to the imposition of a lower duty on the importation or 
sale of a specified quantity of an article than that imposed 
on importation in excess of the specified quantity Advan- 
tages accorded by either party to facilitate frontier traffic 
or resulting from a customs union were excluded from the 
operation of the agreement Advantages accorded by the 
United States to the PhUhppme Islands the Panama Canal 
Zone and Cuba were likewise excluded, as were advantages 
accorded fay Czechoslovakia to Austria, Hungary, Yugo- 
slavia and Roumania * This understanding was subse- 
quently replaced by the trade agreement signed on March 
7, 1938 2 

The second is the Exchange of Notes on trade relations 
between the United States and the USSR on July 24, 
1935 2 The Exchange of Notes provides that the USSR 
IS to en]Oy the benefit of the reduction of duty made by 
the USA Government as a result of the trade agree- 
ments concluded in pursuance of the ‘ Act to amend the 
Tariff Act of 1930 ” Exception is made for reductions m 
the United States Tariff m respect of goods imported from 
Cuba The Soviet Government, in return, undertook to 
increase substantially its purchase of United States’ goods 
This agreement was to remain m force for one year but 
was extended for another year In 1937, a new agreement 
was entered into providing for unrestricted and uncondi- 
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tional most £a% oxired nation treattn«‘nt for a period of one 
>ear‘ The tenure of this agreement has been extended 

A commercial modus vnendi with Chile was signed on 
Jcinuary 6 1938 This modus vwendi, which replaces the 
Exchange of Notes between the two Governments dated 
September 28 1931 continues to extend most favoured- 
nation treatment mutually as provided m the earlier agree- 
ment The Gov emmenl of Chile also undertakes to 
abolish the exchange control measures affectmg the Umted 
States’ goods as soon as the international economic situa- 
tion allows Until then the Government of Chile wall avoid 
exchange control measures involving the use of exchange 
at rates higher than those set by the free supply and 
demand of the market* 

The intention to negotiate trade agreement with Spam 
was announced on September 17 1934 and with Italy on 
January 16, 1933 but the negotiations were later on sus- 
pended. The rigid bilateral commercial pobcy pursued by 
Spam and the Civil War created difficulties m the progress 
of negotiations Similarly, the Italian policy of substan* 
tive bilaterahsm and the Italo-Ethiopian conflict were 
responsible for the suspension of negotiations with Italy 

As regards the actual progress we find that durmg 1934 
onlv one trade agreement was signed and came mto effect 
In 1935 eight agreements were signed, of which three 
became effective Six agreements were signed m 1936 and 
ten agreements became effective The trade agreement 
woth Salvador was the only one signed durmg 1937 Durmg 
1938 was signed the modus vnvendi woth Chile and trade 
agreements with Czechoslovakia, the Umted Kingdom and 
Canada. The Anglo-Amencan trade pact is of great sigm- 
ficance m modem commercial pobcy It has giv en a shock 
to the British Imperial Economic Sj stem built up at Ottawa 
and marks the mception of an era of relatively freer 
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international trade In 1939, two trade agreements were 
signed and both became effective 
The progress of the reciprocal trade agreements pro- 
gramme, outlined above, has been rather halting and half- 
hearted Misgivings have been caused in certain quarters 
The President has been invested with fairly wide authority 
and it is not unnatural to expect a prompt and vigorous 
drive for lowering trade barriers, through reciprocal trade 
agreements, and expansion of American trade ' That the 
progress has been slow is accepted at all hands But to 
throw the blame entirely upon the executive is to ignore 
the essential facts of the situation Several circumstances 
conspired to retard the progress of the programme The 
most important factor to be noted in this connection is 
the necessity of a critical and exhaustive analysis of the 
economic implications as a condition precedent to the 
starting of negotiation for a trade agreement with a foreign 
country The executive has had to move cautiously and 
carefully The United States Government has organised 
an elaborate machinery for the negotiation of trade agree- 
ments ® The collection and collation of exhaustive data 
under expert guidance coupled with expert technical 
advice ought to constitute the basis of any change in 
modern commercial policy AH (his takes time Similarly, 
the foreign countries also collect the necessary data for 
preparing their cases Thus, there was to some extent 
unavoidable delay To this must be added the difficulties 
created by the proteetjornst vested interests Mr Sayer, 
the Assistant Secretary of State stated ‘ The supreme 
obstacles are the political ones Every time it is proposed 
to lower a tariff the lobbyists and politicians descend upon 
Washington and intense pressures are brought to bear 
upon those responsible for decisions”'' Another important 
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obstacle has been the policy of rigid substantive failatcra- 
Usm pursued by a number of countries* The United 
States has always pressed for the removal of discrimina- 
tion and arbitary diversion of trade as a prelimmary to 
the negotiations of a trade agreement This adjustment 
in commercial policy cannot be easily effected, delay is 
inevitable The New Deal legislation and the Hull-Peck 
controversy are also responsible for the slow progress of 
this new liberal trade policy 

The Structure of Reciprocal Trade Agreements 

(i) The unconditional Most-Favoured-Nalion Clause — 
We shall now analyse the texts of the trade agreements 
in detail in order to find out the more important features 
m their structure, which will enable us to understand 
better the implications of the new commercial policy In 
the preceding section we have noted, m brief, the implica- 
tions of the new policy and the changes it has effected m 
the traditional attitude of the United States m matters of 
trade and the barriers obstructing the normal flow of trade 
In this connection the most welcome feature of the new 
programme is the adoption of the unconditional Most- 
Favoured-Nation Clause, coupled with the reciprocal 
reduction of duties * This marks the end of the “ club 
policy” and the dawn of an era of “an equality of favour- 
able treatment,” as it is coupled with substantial tariff 
concessions unknown before Almost every agreement 
guarantees unconditional most-favoured-nation treatment 
For instance, the trade agreement with Brazil,® provides 
as follows 

“Any advantage, favour privilege or immunity which has 
been or may hereafter be granted by the United States of 
America or the United States of Brazil In regard to the above- 
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mentioned matters, to a natural or manufactured product 
originating in any third country or consigned to the territory 
of any third country shall be accorded immediately and with- 
out compensation to the like product ongmating m or con- 
signed to the territory of the United States of Brazil or the 
United States of America respectively *' 

Thus, the M F N Clause provides for the automatic 
extension of tariff concessions, given in the past and those 
that may be granted in future, immediately and without 
compensation 

Similarly, the trade agreement with Canada* provides for 
unconditional and unrestricted most-favoured-nation treat- 
ment as follows — 

*'Any advantage favour privilege or immunity which has 
been or may hereafter be granted by Canada or the United 
States of America in regard to the abovementioned matters, to 
a natural or manufactured product originating in any third 
country or consigned to the territory of any third country shall 
be accorded immediately and without compensation to the like 
product originating in or consigned to the territory of the 
United States of America or Canada respectively, and irres- 
pective of the nationality of the earner ’ 

The scope of the M F N Clause is unrestricted For 
instance, the trade agreement with Canada provides as 
follows — 

“ Canada and the United States of America will grant each 
other unconditional and unrestricted most-favoured-natlon 
treatment in all matters concerning customs duties and fur- 
ther, In all matters concerning the rules formalities and charges 
Imposed in connection with the clearing of gpods through the 
customs and with respect to all laws or regulations affecting 
the sale or use of imported goods within the country ” 

As regards the internal taxes and levies, there is usually 
an article specifying national treatment m addition to the 
most-favoured-nation treatment For instance, the trade 
agreement with Canada^ provides 

"-ArlirJes lh£ jirowth .nroduce or manufacture nf Canada cv 
the United States of America, shall, after importation into the 
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other country, be exempt from all internal taxes, fees, charges 
or customs duties other or higher than those payable on like 
articles of national origin or any other foreign origin." 

"The provisions of this Article In regard to granting of 
national treatment shall not affect the laws now in force in 
Canada whereby leaf tobacco, spirits, beer, malt and malt syrup 
imported from abroad are subject to special taxes nor shall 
they affect the applicability to goods produced or manufactured 
in the United States of America or special excise taxes Imposed 
under existing provisions of the special War Revenue Act In 
these respects however most-faxourcd-natlon treatment shall 
apply ” 

The most-favoured nation provisions have been used by 
the United States to regulate the quotas imposed by the 
foreign countries on American goods The quotas are to 
be so used as not to cause discrimination The quota res- 
trictions would not amount to discrimination if the share 
allotted to the United States is equivalent to the propor- 
tion of the trade which it actually enjoyed during a 
previous “representative period” The ‘’representative 
period ” has been ofTictally defined as a senes of years 
during which trade m a particular article was free from 
restrictive measures of a discriminatory character and was 
not afTcctcd by unusual circumstances such as, for 
example, a crop failure in the case of an agricultural 
product For instance, the trade agreement with Canada 
provides that “ m the event of quantitative restrictions 
being established by either Canada or the United States 
of America for the importation of any article it is agreed 
that m the allocation of the quantity of the restricted 
goods which may be authorised for importation, the other 
country will be granted a share equivalent to the pro- 
portion of the trade which it enjoyed m a previous 
representative period prior to the establishment of such 
quantitatiic restrictions” This rcprcscntatiic period is to 
be determined by mutual consultation by the parties to 
^i‘re agtwrtrenf. TAe qewtos, Acer ffxerf, are faiben fer accord 
fair and equitable treatment. Thus, the quotas have been 
placed within the scope ol the Most-Favoured-Nation 
Clause. 
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The same rule is applied to the allocation of foreign 
exchange under any system of foreign exchange control 
Most of the trade agreements provide that if any of the 
parties to the agreement establish or maintain a control 
of the foreign exchanges they will accord to the nationals 
and commerce of each other the most general and com 
plete application of the unconditional most favoured 
nation principle For instance the trade agreement with 
Canada provides as follo\ s 

Thus tariff advantages and other benefits provided for in 
this agreement are granted by Canada and the United States 
of America to each other subject to the condition that If the 
government of either country shall establish or maintain any 
form of control of foreign exchange it shall administer such 
control so as to ensure that the nationals and commerce of 
Che other eountty will be granted a fair and equitable share 
in the allotment of exchange With respect to the exchange 
made available for commercial transactions it is agreed that 
the Government of each country shall be guided in the admmls 
tration of any form of control of foreign exchange by the 
principle that as nearly as may be determined the share of 
the total available exchange which is allotted to the other country 
shall not be less than the share employed m a previous repre 
sentative period prior to the establishment of any exchange 
control for the settlement of commercial obligations to the 
nationals of such other country The grant of reciprocal trade 
concessions is subject to the condition that the parties shall be 
accorded fair and equitable treatment in administration of 
exchange control already established or that may be established 
in the future 

Thus the exchange control is also brought within the 
scope of the Most Favoured Nation Clause 

The most favoured nation principle has also b*. 
to control the working ol monopolies The Ar 
suppliers are to be accorded fair and equitable treat 
This IS secured by the provision m the trade agreem 
that the purchases of these monopolies will be influenc 
solely by those considerations such as price qualit 
marketability and terms of sale which would ordinarily 
be taken into account by a private commercial enterprise 
interested solely in purchasing such products on the most 



Thus, it will be seen that these new methods of trade 
control have been brought within the purview of the Most- 
Favoured'Nation Clause and suitably regulated so as to 
provide equality of favourable treatment feasible under 
the present conditions 

(ii) Quota Proinsions m the Trade Agreements —Ano* 
ther important feature of the new American trade 
agreements programme, as will be seen from the foregoing 
discussion, is the mclusion of quota provisions m the trade 
agreements m order, it is claimed, to enable the Govern- 
ment of the Umted States to reduce their restnctive effect 
upon American trade, and, at the same time, show the 
futility of such a policy How far the United States has 
succeeded in combating the dangerous consequences of the 
quota system by the trade agreements’ programme we now 
propose to analyse 

The general provisions regulatmg quota arrangements, 
to be found in most of the trade agreements, may be 
briefly reviewed Here we find the common provision that 
quantitative restnctions are not to be imposed on the 
articles enumerated m the schedules attached to the agre e - 
ments, except under specified conditions For instance the 
trade agreement with Canada provides — 
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“ No prohibition, import or customs quotas, import licenses, 
or any other form of quantitative regulation shall be Imposed 
by Canada on the importation or sale of any article produced 
m the United States of America and enumerated in Schedule 
I nor by the United States of America on the import or sale 
of Canadian articles enumerated m Schedule II, except as 
specifically provided for In the said schedule ” 

This clause provides sufficient safeguard to the contract- 
ing parties against the value of their concessions being 
impaired by subsequent manipulations of the quota system 
Besides it prevents more frequent changes m quota regu- 
lations and imparts stability to trade relations The mutual 
assurances given by the parties not to control trade by 
quantitative regulations shows that they recognise the 
futility of these measures and are prepared to discard them 
if assured that the other countries trading with them are 
likewise willing to do so In other words, people usually 
want protection against the dangerous consequences of 
such measures and use them in self-defence 

To this however, there are important recognised excep- 
tions For instance, the trade agreement with Canada 
provides that quantitative restrictions may be “imposed 
by either party on the importation or sale of the article 
of any other country in conjunction with governmental 
measures operating to regulate or control the production 
market supply, or prices of like domestic articles, or 
tending to increase the labour costs of production of such 
articles ” Similar provision is made m most of the other 
trade agreements But at the same time, stipulation is 
made m these agreements that whenever the Government 
of either country propose to estabh'h or change any res- 
triction authorised by this paragraph, it shall give notice 
thereof in writing to the other Government and afford it 
an opportunity for consultation within 30 days of the receipt 
of the notice, and if an agreement is not reached within 
these thirty days the Government which proposes to take 
ihe sri.'£<D shsJi be free to dt> sa, huf the Government 
adversely affected thereby may within fifteen days after 
the imposition give written notice and at the expiration 
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on certain industrial products to approved American orga- 
nisations The unused portions of industrial quotas of 
the previous quarter will be taken into account while 
allocating the quota for the subsequent quarter When 
the American quotas according to French statistics are 
found to be exhausted, the United States Government will 
be informed and given an opportunity to present its case, 
if any, before further imports are barred The imports in 
excess of the quota allotted for any period will be charged 
against the quota of the following period 

The ‘‘representative period” formula shall be the basis 
for the allocation of quotas on the articles which though 
subject to quantitative restrictions are not included in 
Schedule III But there is an additional stipulation regu- 
latmg the allocation of quotas to this group of articles 
The stipulation provides that in the case of articles where 
imports in the past year prior to the imposition of quan- 
titative restrictions were 10 per cent or more, the quotas 
allocated to the United States of America shall not be less 
than 10 per cent In those cases where imports were less 
than 10 per cent , the quotas shall be fixed at the amount 
imported m that year This stipulation however, like the 
one discussed above, savours of discrimination, and con- 
stitutes an important inconsistency m the United States’ 
most-favoured-nation policy This method needs prompt 
modification 

The United States has acquired from France substantial 
quota concessions on most of the commodities But it has 
not been able to achieve full consolidation of these con- 
cessions due to the French practice of retaimng freedom 
of action in matters of commercial policy, particularly the 
regulation of quotas Under certain specified conditions 
France has retained the liberty of changing quota conces- 
sions Notwithstanding these provisos, France has sur- 
rendered her liberty of action to a very important degree. 
In short, the agreement has protected adequately American 
commercial mterests and is an important milestone towards 
freer international trade 
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The Cuban trade agreement provides for a reduction m 
duty from 1 5 to 90 cent per pound on Cuban sugar 
imported into the United States Even this lower duty 
was equal to approximately 100 per cent of the Cuban 
price But when sugar was brought within the scope of 
the Agricultural Adjustment Act in 1934, quota restrictions 
were imposed on the Cuban sugar imported into the 
United States and the reduced duties were thereafter 
applicable only to the quota assigned to Cuba Consumers 
in America suffered These quota arrangements have defi- 
inteJy restricted imports into the United States Mr 
Bidwell says ‘‘ the restrictions on imports of Cuban and 
Philippine sugar arc real restrictions they have succeeded 
in accomplishing the standard results of quantitative res- 
trictions, i e , they have not only raised domestic sugar 
prices, but also have insulated our prices from the fluctua- 
tions of world market prices” Amencan consumers of 
sugar have paid a heavy cost For instance, m 1936, ac- 
cording to the Department of Agriculture estimates, 
American consumers paid $350 miJJjon more for the com- 
modity than It would have cost them at world market 
prices 

Quantitative restrictions have been imposed on the 
Cuban tobacco imported into the United States The 
quantity imported for consumption may not exceed 18 per 
cent of the total quantity of tobacco used in the manu- 
facture of cigars during the preceding calender year 
Under the trade agreement duty on tobacco is reduced 
from $3 60 per pound and 20 per cent ad valorem to $2 25 
per pound and 12i per cent ad valorem An additional 
stipulation provides that higher duty will again become 
effective in the event of the domestic control of tobacco 
under the Agricultural Adjustment Act is abandoned 
Later both the duty concession and the quantitative res- 
trictions on tobacco have been withdrawn 

The Canadian agreement also contains quantitative res- 
trictions on the imports into the United States which 
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compete with domestic production. As a result of these 
restrictions the \alue of concessions is considerably- 
neutralised For instance tariff quota is imposed on 
imports of cream The duty is reduced from 56 6 cents 
to 35 cents per gallon, but, the reduced duty is applicable 
only to 1,500 000 gallons of imports whereas the average 
imports of cream during 1923-32 amount‘*d to 4 392 000 
gallons In short, the \alue of present concessions 
limited. There is, however, very wide scope for liberalising 
the concessions The ‘ tremendous American market ” 
IS mvaluable to the Canadian producers 
The most recent case of the establishment of customs 
quota by the United States in connection with tariff reduc- 
tions made through th® Trade Agreements Programme is 
the customs quota on fuel oil and crude petroleum esta- 
blished m the Venezuelan agreement The import tax on 
these products has been halved for an amount not exceed- 
ing 5 per cent of the total crude petroleum processed in 
the Umted States refinenes during the previous year 
Imports m excess of this quota will have to pay the ongmal 
tax A subsequent proclamation issued by the President 
has assigned shares m the quota to the principal suppliers 
of the United States Mexico, which us^ to supply about 
10 to 15 per cent of the total oil imports to the Umted 
States, before the expropriation, was assigned a very small 
share Venezuela was assigned 71 9 per cent of the quota, 
the Netherlands and its empire 20 3 per cent., Columbia 
4 per cent., and all other countries mcluding Mexico 3 3 
per cent The injustice is caused to Mexico selecting 
a “ representativ e period ” as a base which was not repre- 
sentativ e The oil imports for the first ten months of 1933 
could not be said to be “ representativ e period.” for Mexi- 
can share which was about 13 per cent from 1929 to 1938 
had fallen m the latter year to 5 4 per cent and fell fur- 
ther m 1939, owing to the bojcott of Mexican oil by the 
expropriated companies Thus, these quota arrangements 
violate the prmciple of “equality of treatment" and 
impair the effectiveness, both economic and moral, of the 
Trade Agreements Programme 
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(ill) Excinnge Provisions in <he Trade Agreements. — 
That exchange restrictions are placed within the purview 
of the Most-Favoured-Nation Clause and the method of 
allocation regulated thereby has already been noted The 
resulting equality of treatment in the administration of 
these new trade deflecting devices — clearing, payments, 
compensation, and barter arrangements — is a remarkable 
and valuable step in the direction of freer world trade 
Ihe provisions of the Canadian trade agreement, quoted 
above, show that the parbes agree to administer the control 
of foreign exchange m such a way as to ensure that the 
n.4tionals and commerce of the other country will be 
granted a fair and equitable share m the allotment of 
exchange The benefits accorded under the agreement can 
be availed of only so long as this principle is strictly 
adhered to Further, the parties agree to give sympathetic 
consideration to complaints affecting variation in the rates 
of exchange and the administration of these measures, and 
in case no suitable understanding is arrived at, the ag- 
grieved party may terminate the agreement For example, 
the Canadian agreement provide as follows — 

‘ In the event that a wide variation occurs in the rate of 
exchange between the currencies of Canada and the United 
States of America the Government of either country, if It con- 
siders the variation so substantial as to prejudice the industries 
or commerce of the country shall be free to propose negotia- 
tions for the modification of this agreement and if an agree- 
ment with respect thereto is not reached within thirty days 
following receipt of such proposal the Government making 
such proposal shall be free to terminate this agreement in its 
entirety on thirty days written nobce 
This provision, known as the Belgian Clause,” is found 
in most of the agreements and provides sufficient protec- 
tion against wanton currency manipulations neutralising 
the concessions accorded in the trade agreements But 
the wording of the clause is significant The parties are 
expected to resort to this clause only m the event of a 
“wide variation” which is “so substantial as to prejudice 
the industries or commerce of the country”, it has to be 
sparingly used Further, the clause gives full opportunity 
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for mutual discussion and understanding of each other's 
view point This is invaluable m as much as a full, frank 
and cordial discussion would dear many misapprehensions 
and effect amicable adjustment The wide powers of 
terminating the agreement m its entirety vested m the 
parties are apt to promote better understanding 

The Cuban trade agreement is very mterestmg because 
it consohdates the exchange restrictions The parties to 
the agreement undertake to refram from subjectmg paj 
m^nts to any regulation re^tnction, charge or exaction 
0 her or higher than was in force on April I 1934 This 
clause prevents fresh resort to exchange control All other 
trade agr®em®nts entered into bv the United States permit 
full latitude for the use of exchange control and claim only 
equality of treatment m their administration as secured 
by the Most Favoured Nation Clause 

The Brazilian trade agreement is sigmhcant because this 
IS the onlv countrv from which the Umted States have 
succeeded in «ecurmg a definite undertaking for the 
1 quidation of frozen debts According to the agreement 
the Bank of Brazil agrees to allot exchange for the settle^ 
ment of all current commercial daims and sufficient 
exchange to hquidate graduallv blocked balances due 
to American importers The amount of exchange allocated 
to the Umted States is to be slightly more than the share 
cf American exports to Brazil formed m the latter's total 
imports dunng a “representative period (previous ten 
vears) This clause savours of discnmmation it vnolates 
the prmaple of equality of treatment m the allocation of 
foreign exchanges. 

(n) Tariff Concessions m the Trade Agreements — The 
growth cf economic nationalism durmg the post war 
period has led to excessive nse m tariff barriers The 
avowed purpose of the reciprocal trade agreements pro- 
gramme of the Umted States is to demobilise the^e tariff 
barriers. As Mr F B Sayer the Assistant Secretary of 
State said “ the American programme of trade agreements 
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Is an effort to combat and defeat these destructive tenden- 
cies” To achieve this objective the United States must 
adopt a liberal attitude in working the new trade agree- 
ments programme Prohibitue tariff barriers must be 
lowered if international trade is to be revived and economic 
equilibrium established In this section, therefore, the 
trade agreements will be analysed in order to find out the 
nature of tariff concessions accorded therein 

The tariff concessions are in the mam, of three types 
duty reductions, duty bindings, and “ freezing ” of free list 
Items In the first case, specific duty reductions are granted 
on definite articles noted in the schedules attached to the 
agreements The second form of concessions consists of 
the undertaking given by the parties not to raise these 
rates The rates may, however, be lowered In the third 
case, the parties to the agreement undertake not to impose 
duties on articles on the free list, incorporated in the 
agreement 

Duty Reductions.— As regards duty reductions, most of 
the trade agreements have schedules containing reduced 
duties on the articles specified therein of importance to 
the export trade of the parties concerned together with 
an undertaking that during the currency of the agreement 
the rates shaU not be raised The clause runs as follows 

“Articles the growth produce or manufacture of 
enumerated and described m schedule annexed to this 

agreement and made a part thereof shah upon their importa- 
tion into be exempt from ordinary customs duties in 

excess of those set forth and provided for m the said schedule ’ 

The actual quantum of duly reductions accorded m the 
various trade agreements by the parties concerned differ 
according to the tariff policy pursued by them In some 
cases tariff reductions play a relatively minor role because 
the tariff barriers laised by these countries have been 
moderate as compared with those of other countries This 
IS so in the case of trade agreements with France, Sweden, 
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the Netherlands and Finland For instance the reductions 
m the French minimum tanS were as follows ^ 


Grapefruit 

Sewing maclune heads 800 

Cash registers and similar machines 1 "00 

Chasses for passenger motor cars {a) per kilgo 8 30 


Minimum Tariff Duty 
old New 
(Per 100 Ijlgos ) 
100 


Penholders 

^fetal fittings for all articles 
Fountain Pens 
SpatUing plugs 


(b) 

(c) 

(d) 

(e) 


0 60 
10 00 


"00 
900 
4 la 

4 SO 

5 4o 

6 Oo 
8 0^ 


2 each 1 60 
3 "0 2 8a 


This table gis es us a definite idea of the nature of tariff 
conces'ions accorded by France The duty reductions are 
fairlj substantial Much more V’aluable concessions base 
been obtained from France in quota restrictions which she 
has used more extensively as an instrument of trade 
control 


In return for the tariff and non tariff concessions ac- 
corded by France the United States granted tariff 
concessions on wines cigarette paper machine-made lace 
perfumes and essential oils broad siU^s and rayon woven 
fabrics gloies corset and elastic fabrics tinsel products 
etc The modifications m the tariffs of the Umted States 
were as follows — 


Articles 


Old 


Cellulose 80®, odiaf 

Oils 2o% adval 

Carbons and electrodes (a) 60% ad val 


Bottles and Jars 
Pnsm binoculars 
^e’rtings 
Brandy 
Champagne 
Pile ribbons 


1 Iidc B. T J 11 


(b) 4;»®, ad tal 

'"5% odiaf 
CO®, ad ccf 
adial 

So per proof gal 
$6 per gal 
6"J®,a<l ml 


p « 


New 

40*0 adval 
l"l% ad ral 
40% as ral 
30% adval 
3*'l% ad ral 
4o*o ad ral 
30®o ad ral 

per proof gal 
S3 per gal 
50% ad ral 
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Thus the maxiinum reduction m duties was of 50 per cent 
Sweden received tariff concessions on newsprint, wood- 
pulp paper board wrapping paper, wire rods, special irons 
and steels matches unmanufactured granite, pocket knives, 
certain tools, enamelled household utensils, etc The fol- 
lowing table' gives a definite idea of the nature of duty 
reductions accorded by the United States on Swedish 
articles — 


Articles 

Rates of Duty 


Old 

New 

Compounds of cellulose 

30% ad lal 

20% ad tal 

Lighthouse lenses (a) 

40% ad lal 

25% ad lal 

.. . (b) 

35% ad tal 

25% ad lal 

Granite paMng blocks 

C0% ad vat 

40% ad lal 

Fcrroclirome 

30% ad lat 

25% ad lal 

Round iron or steel ivtre 

25*0 

20 % ad tal 

Mill sans 

20% ad lal 

12 % ad tal 

Utensils 

30% ad lal 

15% ad tal 

Calculating machines 

35% ad lal 

23% ad val 

Sc^thes sickles etc 

)0% ad val 

20 % ad val 


The United States, m icturn received duty reductions on 
a number of articles, 61 6 per cent of the total American 
exports to Sweden benefitted from the reductions * 

In the case of the trade agreement with the Netherlands 
the Umted States did not receive duty reductions, the 
mam concessions consisted of the relaxation of import 
quotas and other new measures of trade control The tariff 
Darners are not very formidable in this case In return 
for substantial concessions m non-tanff trade barriers the 
Umted States offered tariff concessions ranging up to 50 
per cent The following table® gives an idea of the modi 
fication m the American customs tariff resulting from the 
trade agreement with the Netherlands 
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Articles 

Rates 

of Duty 


Old 

New 

Amjl Alcohol 

6c per lb 

4c per lb 

Laundry soap 

23% ad ral 

15% ad val 

Am> I Acetate 

7c per lb 

4c per lb 

Glj cenn 

2c per lb 

jC per lb 

Potato Starch 

2|c per lb 

Jc per lb 

Dextenne 

3c per lb 

ijc per lb 

Electrical X raj apparatus 

ad lal 

\’'i% ad lal 

Bulbs 

30% ad lal 

15% ad lal 

Cocoa butter 

2o% ad lal 

124% ad lal 

Cords and twines 

40% ad val 

20 % ad lal 

Pile fabrics 

50% ad lal 

30% ad val 

Hats 

2o% ad ral 

12J% ad val 


The trade agreement with Switzerland like that ivith 
France is interesting m that it combines reduced duties 
with more liberal quotas Switzerland reduced its customs 
duties on fruits jams and certam types of machmes and 
increased the United States quota of wheat jam lard and 
automobiles In return for these concessions the United 
States reduced its duties on fine cotton clothes including 
fine organdies kmt underwear special silks watches and 
parts certain chemicals and coal tar dyes Swiss cheeses 
machme embroidered articles special types of machmery 
etc The United States customs tanlF was modiHed as 
follows ^ 


Articles Rates of Duty 

Old New 


Chloroacetic acid 

5c per Ib 

2Jc 

per Ib 

Perfume materials (a) 

4^% 

adial 

30% 

ad val 

Perfume matenals (b) 

45% 

adial 

224% ad lal 

Steam boilers 

33% 

ad val 

20% 

ad val 

Laboratorj instruments 

40% 

ad val 

20% 

ad val 

Jig bonng tools 

30% 

ad val 

13% 

ad val 

Kmtting machmes 

40% 

ad val 

2“i% ad val 

Hjdraulic reaction turbines 

274% 

, ad val 

15% 

ad val 

Rivets nuts and washers 

45% 

ad val 

30% 

ad val 

Screws 

4»% 

ad val 

30% 

ad lal 

Kent cfncferwrar 


at/cu/ 

5^% 



There is another group of trade agreements m which 
dut> reductions ha\e played a very important part For 

I \Tdf B T J, 1J-* l»3« pp. S4»^ 
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instance, the Canadian trade agreement, which became 
effective from January 1, 1936, embodies substantial duty 
reductions on both sides Canada reduced duties on 767 
tariff items, the total imports of which from the United 
States of America amounted to over $400 million m 1903 ^ 
The Canadian tariff rates were lowered in two ways Firstly, 
the Canadian intermediate tariff schedules were extended 
to all American products, m accordance with the most- 
favoured-nation principle Secondly, designated reductions 
m rates were made upon a selected list of products 
important in the American export trade with Canada 
These tariff reductions are “ almost without contemporary 
parallel 

The effective utility of these tariff concessions is further 
increased when it is recalled that the Canadian Government 
agreed to modify its use of arbitary valuations in the 
application of cd talorem duties to American products 
This arbitary valuation had raised the level of duties and 
created uncertainty as to their future, obstructing thereby 
the flow of American exports to Canada The removal 
of this serious handicap on American exports was, therefore, 
invaluable Emphasising the significance of this change m 
the practice of valuation the Canadian Pnme Minister said * 
" Not less important than the visible and conspicuous reduc- 
tions m the rates of duty applicable to imported goods 
has been the elimination of the arbitrary and often mvisible 
interference of governmental agencies in the normal course 
of trade We have cancelled scores of arbitrary valuations, 
limited the scope of the apphcation of the dumping duty 
to the protection of the legitimate and substantial domes- 
tic interests ’ 

In return, the United States granted valuable concessions 
on certain Canadian agricultural products, whisky, patent 
leather, harness leather and acetic acid The concessions 
on timber, cattle cream and seed potatoes were, however, 
granted on limited quantities only 
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The trade agreement with Brazil is also important from 
the standpoint of tariff reductions Of the 67 items cover- 
ed by the duty reductions, on 49 items the reductions varied 
between 20 and 39 per cent In return the United States 
also offered valuable tariff concessions The nature of 
tariff concessions offered by the USA can be gauged 
from the followmg table ^ 


Rates of Duty 
Old New 


Articles 

Copaiba balsam 
Specac 
^^ate 

Manganese ore 
Castor beans 

The trade agreement with Salvador is very signi- 
ficant m the sense that of the sixteen items covered by 
the agreement, the tariff reductions offered by Salvador 
were 60 per cent and over on thirteen items The reduc- 
tions m Salvadorean customs duties were as follows ‘ 


10% ad lal 
10% ad tal 
10% ad tal 
Ic per lb 
4c per lb 


5% ad val 
5% fltZ ral 
5% ad lal 
|c per lb 
Jc per lb 


Articles 


Rates of Duty 
Old New 


(U S 

Ham, except tinned ham 

Salmon tinned 

Oatmeal 

Fresh fruit 

Dried fruit 

Tinned \egetables 

Tinned fruit 

Rubber tjTes not specified 

,, ,, for automobiles and aircraft 

„ „ for motor c\cles and 

bic> cles 

Inner tubes 
Phonographic records 


dels per 100 kilgos) 
51 40 12 00 

29 29 5 00 

8 80 4 40 

S 00 2 50 

24 81 5 00 

>9 ‘9 C 00 

29 29 7 50 

SO 00 10 40 

30 00 10 40 

30 00 10 40 

30 00 10 40 

75 00 18 CO 


The Czechoslovakian trade agreement also brought sub- 
stantial tariff reductions to the United States The 
reductions in the Czechoslovakian customs duties were as 
follows — ® 


Mde B T J 
n)ia, s^isar 
B. T J- 


I3-I 19U V >»• 
1--4-1938 p WT 
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Articles Import Duty 

Old Nch 
(Per 100 Ugos) 

Raisins 240 180 

Crape fruit SO 25 

Walnuts 90 80 

All dried fruit 120 60 

Other presersed vegetables COO 200 

All other prescrv cd fruit 5G0 360 

Fruit and berrj juiee 1,200 200 

ChCMingguin 1,200 720 

3/incraJ oth senu rcDnci} SJ Oj 

Rock wool 40 free 

Motorcycles 1,700 1 400 

Refngentor cabinets 3 000 1 000 

Complete passenger nutomobik s 2 700 1,700 

Complete trucks I.OOO 1.700 

Motor vehicle parts 2 700 1 700 

From the foregoing brief review it will be seen that 


substantial tarilT reductions have been effected as a result 
of the trade agreements’ programme The effective value 
of these duty reductions is much higher since they are 
generalised through the Most-Favoured-Nation Clause 
But the United States should adopt a more liberal attitude 
and accelerate thereby the pace of demobilisation of these 
tariff restrictions 

Duty Bindings — In order to understand the full impli- 
cations of the tariff concessions, it is necessary to note 
that most of the trade agreements contain a pledge bind- 
ing the tariff treatment accorded to certain goods against 
increase For instance the Canadian trade agreement 
con\&ins an undertaking to the effect that “ articles the 
growth, produce or manufacture of the United States of 
America enumerated and described in Schedule I and 
annexed to this agreement shall, on their importation into 
Canada, be exempt from ordinary customs duties, taxes, 
fees, charges or exactions, imposed on or in connection 
with importation in excess of those imposed on the day 
of the signature of this agreement or required to be 
imposed thereafter under laws of Canada m force on the 
day of the signature of this Agreement” This pledge 
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imparts tariff stability which is indispensable for the deve- 
lopment of modem trade and mdustries Besides, it puts 
a definite check on the hectic race for raismg tariffs At 
the same time it is significant to note that the door for 
further reductions m duties is kept wide open 

“Freezing” the Customs Free List — Some of the trade 
agreements contain an undertaking that the goods on the 
free list shall not be triinsferred to the dutiable list The 
trade agreements with Canada. Sweden, Netherlands, and 
Finland accord such an assurance 

(v) Proinsions Regulating Administratiie Protection- 
ism. — It has been shown that administrative protectionism 
plays an important part m the modem technique of 
protection, ‘ its use has become more frequent smee the 
setting m o! the trade depression The discnmmation 
inherent in administrative protectionism has been a con- 
stant source of friction between nations, not infrequently 
it has led to violent and destructive tariff wars The 
recent developments m this technique and its exten- 
sive use constitute a most formidable obstacle to the 
deselopment of international trade Any frontal attack 
on trade barriers, therefore to be effective, must bring 
withm its ambit these new protectionist devices and regu- 
late them so as to minimise their restrictive effects 

Most of the trade agreements entered into by the imited 
States under the reciprocal trade agreements programme 
contam specific provnsions regulating the scope and methods 
of admmistrative protectionism For instance, the trade 
agreement with Sweden® provides that “ articles the 
growth, produce, or manufacture, of the Umted States of 
America enumerated and described m the schedule are to 
be exempt on importation into Sweden from customs 
duties higher than those set forth m the schedule and from 
all other duties, taxes, fees, charges, or exactions imposed 
on or in connection with importation, higher than those 
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required to be imposed on the day of the signature of the 
Agreement or required to be imposed thereafter under 
laws of Sweden in force on the day of the signature of 
the Agreement ’ The United States accords a similar 
pledge to the Swedish goods It is needle«s to add that 
the bindmg contained in the foregoing clause is valuable, 
since it limits the scope of discrimination 

Further, most of the trade agreements contain a stipu- 
lation that no preferential treatment is to be accorded to 
domestic producers or those of any third foreign country 
with respect to internal taxes or charges except as pro- 
vided by the laws of either country m force on the day 
of the signature of the agreement This clause provides 
for national as well aa most-favoiired-nation treatment, 
both “ inland parity " and " foreign parity " are secured 

Provision is made for mutual consultation if any party 
to the agreement feels aggrieved with the operation of 
customs regulations, quantitative restrictions, the obser- 
vance of customs formalities, and the application of sani- 
tary laws and regulations for the protection of human, 
animal, or plant life The customs regulations and forma- 
lities have been a common source of friction, particularly 
since the depression The samtaiy regulations are fre- 
quently used to escape from the obligations of the Most- 
Favoured-Nation Clause The provision for mutual con- 
sultation, laid down in the trade agreements limits the 
arbitary use of these measures 

Tenure of the Agreements — The usual tenure of the 
trade agreements is three years, and if not then termi 
nated on six months’ notice, will continue in effect until 
SIX months’ notice of termination is given An agreement 
may, however, be terminated within the initial period in 
the case of an infringement of the most-favoured nation 
obligation, or the adoption of policies which tend to impair 
or nullify the advantages accruing under the agreement, 
or a wide variation in the rates of exchange between the 
'll 'I'w.tz’inf.wjg •vifjsXxK.z, 

From the foregoing analysis of American commercial 
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policy it will be seen that the United States has given a 
valuable lead m the direction of reduction of trade barriers 
The abandonment of the single column, autonomous tariff 
system is significant This step gives recognition to the 
principle that the height of domestic tariffs may create 
international friction The tariff retaliation which followed 
the placing on the statute book of the Hawley-Smoot Tariff 
Act of 1930 brought home this elementary truth to the 
American people A moderate protective tariff, determined 
by the reasonable economic requirements of a country, 
may be regarded as a purely domestic concern of the 
country levying it and would not give sufficient cause to 
foreign countries to resort to retaliation m self-defence. 
A moderate tariff, is undoubtedly, of purely domestic 
concern But when the tariff is raised beyond this reason- 
able limit it must cause international complications Hence 
the need for tariff bargaining has been felt to keep down 
the general level of tariffs America has adopted the 
traditional European tariff bargaining system The dan- 
ger of securing special exclusive preferences has also been 
recognised and therefore the new American trade agree- 
ment policy is based on the principle of equality of 
treatment 

In view of the present international economic conditions, 
the American reciprocal trade policy may be said to have 
secured valuable reductions in trade barriers* Tariffs have 
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been reduced, though the reductions are moderate The 
principle of equality of treatment has also been enforced 
m regulating trade barriers In this direction, however, 
as we have shown abo\e, the Umted States has tried to 
secure discriminatory advantages m certain cases ^ Be- 
sides, the principle of Imperial Preference is also recog- 
nised and respected This is anothe»- grave defect, though 
the United States is not alone to blame for this Discri- 
minatory practices must be completely discarded in the 
mferests of international economic rehabilitation Economic 
impenahsm has dangerous political implications and is the 
root cause of modem international political instability. 
General public opuuon must be created, by disseminating 
information and taken mto confidence m checking the 
callous vested interests The United States should give a 
bold lead to the world by extending whole hearted sup- 
port to the cause of equality of treatment Discxinunation 
should be removed in toto, and the use of import quotas 
export subsidies, etc, given up In this way alone can 
the essential flow of mtemational trade be re established 
President Roosevelt’s move towards a liberal commercial 
policy needs to be strengthened. 

We may now tabulate our conclusions 

(1) America has fortunately abandoned the prmciple 
of tariff autonomy m formulating and mouldmg her com 
mercial policy m favour of the traditional European tariff 
bargaimng system 

(2) The prmciple of equality of treatment is the ac- 
cepted gmde of the American commercial policy 
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(3) Valuable reductions in trade barriers ha\*e been 
secured with the aid of reciprocal trade agreements. But 
the barriers are still ver^ high Reductions hitherto secured 
are moderate A more \igorous drive is, therefore, needed. 
In this direction however, much will depend upon the 
co-operation of other countnes, particularly Bntam and 
France, with the Umted Stales 

(4) Substantial equabtv of treatment has been secured 
through the reaprocal trade agreements programme But 
the vested mterests created by the discnmmatory practices 
are strongly entrenched and it seems to be very difficult 
to dislodge them ot them vantage ground Concerted and 
vngorous efforts ought to be made to cure the body-poUtic 
of this chrome disease, if the econom c and soaal stnic> 
ture of the world is to be saved. To secure economic and 
political stabilitv, essential for the e'cpansion of world trade, 
economic unpenalism as an instrument of commercial 
policy for obtaining exclusive preferences, must be dis- 
carded, and the backward coimtries should be giv*ea 
sufficient help to secure efficient and economic utilisation 
of their resources 
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Economic ImpenaJism — ECONOMIC Imperialism consti 
tutes the most serious menace to world security The policy 
of the open door is at best a mere palliative The Treaty of 
Versailles created new economic problems Germany was 
deprived of its colonies and they were redistributed The 
economic mdependence of Dominions colonies dependen 
cies and mandated temlones vanes considerably from 
complete dependence to virtually full mdependence Even 
m the case of Dominions having full independence liKe 
Canada Australia New Zealand South Africa etc the 
mother country denies substantial economic and political 
advantages These economic and political advantages have 
offered a strong temptation to an aggressor The future of 
world economic development will therefore rest upon a 
proper and just solution of this great problem So long as 
colomes are a source of profit and a gem in the Crown the 
struggle between the haves and have nots must con 
tinue The spoils will be shared accordmg to the strength 
of the parties In this chapter therefore we propose to 
analyse the trade agreements Britain entered into 
with her Dominions wh ch have full fiscal mdependence m 
1932 and the exclusive economic concessions she obtained 
thereunder 

Relap'e m British Fiscal Policy — ^That Bntain discarded 
her traditional policy of free trade under the stress of trade 
depression has already been shown it was a triumph for 
the conservatives The protectionists argued that Great 
Bntam must have a tariff as a means of defence agamst the 
aggressive protectionist policies pursued by other countnej 
Mr Baldwm agreed that high tariffs are a great bar to 
the growth of trade and commerce but he argued that 



OTTAWA TRADE AGREEMENTS SOS 

Britain would use the protectionist sj'stem she intended to 
budd up to pull down the tariffs of the worli* 

The Import Duties Act of 1932. — By the Import Duties 
Act of 1932, Bntam adopted an extensive protectionist 
system. The credit rests with Mr Nevulle Chamberlam for 
havung brought to fruition the dream of his father Joseph 
Chamberlain. The mam features of the pohcy as outimed 
by Mr Chamberlain are as follows Firstly, that an od 
valorem duty of 10 per cent shall be imposed on all goods 
imported mto the United Kingdom, with the exception of 
goods already dutiable and those specially excepted. Among 
the goods specially excepted are wheat, meat, bacon, raw 
wool, raw cotton, etc * Secondly, the establishment of a com- 
mittee “for the purpose of giving advuce and assistance to 
the Treasurj’ This committee is empow ered to recommend 
additional duties on imported goods which appear “to be 
either articles of luxury or articles of a kind which are 
bemg produced, or likely writbm a reasonable time to be 
produced, m the Umted Kingdom, in quantities which are 
substantial m relation to the Umted Kingdom consump- 
tion” The Treasury may on the receipt of such recom- 
mendations levy a duty directly by an order Thirdly, the 
Board of Trade is empowered to levy retaliatory duties up 
to 100 per cent , ov’er and above other duties already 
imposed, on goods coming from any country which discn- 
mmates against exports from the Umted Kingdom. Fourthly, 
the orders imposmg newr duties issued by the Treasury or 
the Board of Trade shall expu^ unless ratified by the 
Parhament wuthm twenty eight days Thus, Bntam has 



304 


MODERN COMMERCIAL POLICY 


aefinitely discarded free trade and taken to protection * 
Lord Snowden characterised this policy as disastrous to the 
British economic life and prospenty The Import Duties Act 
and the Permanent Advisory Committee set up under it 
enabled the vested interests to build up a strong protection 
ist system at the cost of the general taxpayer Subsequent 
c\ ents have falsified the claims of those who supported the 
Act as a temporary measure It is no longer a measure of 
‘ slimming " At the very commencement of its work the 
Import Duties Advisory Committee proposed the fixing of 
uniform additional duties of 10 per cent ad valorem 
increasing thereby the duty on manufactured articles to 20 
per cent The duties on luxunes and other articles were 
raised still higher In short the tariffs on British imoorts 
were substantially raised and have remained high since then 

Ottawa Trade Agreements— Having built up an extensive 
protectionist system under which she could offer a wide 
range of preferences to the Dominions and the Colonies the 
British Government called a Conference of the Empire 
countries at Ottawa in August 1932 to negotiate separato 
preferential trade agreements Mr Baldwin explaining the 
aims of the Conference stated that the fundamental objec 
tive ' should be to clear out the channels of trade among 
ourselves There are two ways m which increased 
preferences can be given either by lowering barriers 
among ourselves or by raising them against others The 
choice between these must be governed largely by local 
considerations but subject to that it seems to us that we 
should endeai our to follow the first rather than the second 
course For however great our resources we cannot isolate 
ourselves from the world He added It is necessary to 
bear in mind that the percentage of duty charged on the 
value of the article is of great importance m assessing the 
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value of a prefeemce A preferential rate of duty, if the 
preference is to be of material assistance, must not be so 
high as, in effect, seriously to restrict importation ^ and 
the United Kingdom delegation would urge upon the 
Dommions that the rates of duty charged should be so 
graduated as to give the products of the United Kingdom a 
reasonable chance of competing on equal terms, and that 
the rate of duty against United Kingdom products should 
be fixed for protective purposes no higher than is necessary 
to give a reasonably efficient industry m the Dominion a 
fait chance ” 

Aim of British Policy — ^Thus, the British objective as 
outimed by Mr Baldwin, in negotiating the Ottawa trade 
agreements was threefold First, the establishment of 
exclusive preferential treatment of trade within the Empire 
Secondly, preferencial treatment to be accorded by loivenng 
trade barriers agamst the movement of goods with the 
Empire Thirdly, the preferential rate of duly was expected 
to be such as not to seriously restrict the flow of trade The 
Bntish Government realised that the mcrease m tanffs on 
imports would restrict the flow of British exports and laise 
the cost of living Therefore, the Ottawa trade agreements 
are intended to provide additional markets withm the 
Empire for British goods Thus, an attempt has been made 
to exclude foreign goods from Empire markets It should 
be noted that m a large number of cases Bntish and Domi- 
nion mdustries are at present non competitive In such 
cases, the exclusion of foreign goods from Empire markets, 
by preferential tanff m favour of Bntam, would enable 
British industrialists to capture the market in the Domi- 
nions Where British industnes compete with Dommion 
industries, the Dominions would be expected to mould their 
tanff policy m such wise as to give British goods ‘a reason- 
able chance of competing on equal terms’ Further, 
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Dominion tariffs are expected to protect only those indus- 
tries which are reasonably efficient and the nature of pro 
tcction would be such as to offer them just a ‘fair chance’. 

Thus, Mr Baldwin wanted to keep up Bntish industrial 
supremacy under the shelter of Imperial preference No 
longer able to face the open competition of the well-orga- 
nised and efficient European, American and Japanese 
manufacturers, British mdustrahsts thought of resorting 
to this artificial and uneconomic diversion of trade The 
structure of British industries required a radical reconstruc- 
tion, instead of a dose of protection Mr Baldwin’s objec- 
tive of putting a premium on British industrial inefficiency, 
under the Ottawa trade agreements, would fail to provide a 
sound economic basis for the British industrial system 
Further, Mr Baldwin intended to fetter the fiscal policy of 
the Dominions without putting any corresponding check 
upon British protectionism This does not sound equitable 
3Tie Dominions are expected to protect only ‘reasonably 
efficient’ industries when Britain protects her beet sugar 
industry, which, according to her own experts can never face 
open competition 

The Economist* suggested three important principles as a 
guide to the British commercial policy at Ottawa, in the 
interests of British trade and industries (1) The essence of 
any bargain must be a drastic lowering of tariff schedules 
A widening of British preferences unaccompanied by sub- 
stantial reductions m general tariff rates in unacceptable 

(2) No agreement must be signed which would so far tie 
Britain's hands as to ruin her chance of successful bargain- 
ing m forthcoming negotiations for lower tariffs in the 
European zone Any forward fiscal move at Ottawa must 
be complementary to and not exclusive of future agri e- 
ments between Britain and her chief foreign customers 

(3) Britain cannot afford to make any concessions which 
wwitd have the effect ot raising ^ihata'ahaUy the cast it 
living and the cost of production m Great Britain 

1 Mdr 13 8-193'’ p 209 
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It does not come as a siirprise if these principles could not 
be follo-wed in practice by the British delegates vlnls 
negotiating trade agreements at Ottawa. The reasons are 
obnous Britain exjjected the Dominions to oSer “conces- 
sions of a really far-readung character" on “basic British 
exports” by "a drastic lowering of tariff schedules” while 
she was not prepared to offer cimdar concessions to the 
Dotmmon produce m the British market lest it should “baie 
the efiect oi raismg subslantiallT the cost oi living and cost 
of production,”* The inconsistency of this attitude becomes 
obvnous when we recall that Dominion tariffs were essen- 
tially moderate, determined by the reasonable requirements 
of domestic mdustnes and finance The scope, therefore, 
for any substantial reduction. »n these schedules was 
lumted. Reduction in Dominion tariffs would in many 
cases, haie been a real sacrifice on the part of the 
Dominions, for the change wvuld have had immediate 
repercussions on their trade and mdustnes In return for 
these valuable concessions, Bntain was prepared to giw* 
such concessions, without any bmding as would not affect 
materially the British costs, and enable her to continue 
tariff bargaining in the European markets In the face of 
the most uneconomic protectionist system in Bntam, it wss 
qmte natural if the Dominions refused to agree to these 
principles. By her tariff policy Bntam had unequivocally 
pledged herself to protection and the hope of freer trade 
withm the Empire was just a mirage The dream of a grand 
Imperial Zollverein, wnth the present structure of Bntish 
mdustnes and the pohey of economic self sufficiency which 
Bntam adopted in 1931, is very difficult to realise in prac- 
tice The future promises rapid mdustnalisation of back- 
ward areas, m the mterests of their nationals In view of 
these facts, the Bntish conception of Imperial economic 
umty, as outlined by Mr Baldwin and his supporters, 13 an 
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anachronism The ideal of Imperial Zollverem’ would 
became economically more practicable if Britain moulds 
her policy of agricultural protection, and accepted the 
principle that the British industries should be complemen- 
tary to Dominion industries, particularly in those cases 
where the Dominions can build up more efficient industries 
Radical changes in the present structure of British indus- 
tries are inevitable, British industrialists have now to prove 
their adaptability The lesson which the Dominions could 
take from the recent developments m British fiscal policy 
IS to raise their tariffs schedules m favour of domestic pro- 
ducers 

Structure of the Otfaua Trade Agreements: 

Dominion Fiscal Policj Regulated —Let us now analyse 
the structure of trade agreements entered into at Ottawa 
Great Britain entered into separate trade agreements with 
Australia, Canada, Newfoundland New Zealand, South 
Africa, Southern Rhodesia and India The most important 
feature of these trade agreements is the pledge which 
Britain secured from the Dominions in matters of tariff 
policy affecting British goods imported by them Th'* 
agreements provide that protection by tariff shall be afforded 
only to those industries which are "reasonably assured of 
opportunities of success ”* During the currency of the 
agreements the tariffs imposed by the Dominions shall be 
based on the principle that protective duties shall give full 
opportunity of reasonable competition on the basis of the 
relative cost of economical and efficient production, provided 
that m the application of such principle special considera- 
tion may be given to the case of industries not fully esta- 
blished Further no new protective duty shall be imposed 
and no existing duty shall be mcreased on British goods m 
excess of the recommendations of the tariff hoard ® The 
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Batish producers uere gi\en full rights of audience before 
the tariff board. 

These pro% isions are to be found m the trade agreements 
^ith Australia Canada, and New Zealand The Indian 
trade agreement in this respect, is of a special t>pe, as will 
be shown in a subsequent chapter * From the foregomg 
pro%nsions it will be seen that the British Government got 
\-aluabIe undertakings from the Dominions which would 
prevent them from adoptmg a policy of economic self-suffi- 
ciency of which Britain was shrewdlj suspicious But the 
pledges w ere obv louslj one-sided for Britam m return has 
given no such general guarantees 

Difficulties arose m the application of this new policy 
The interpretation of these provnsions b> the tariff boards 
of the Dominions was not quite suitable to British interests 
Definite prease and reliable mformation about the relativ e 
costs of production of a given article m the two countnes 
could not be easily secured Besides the possibility of 
substitution cannot be ignored in such cases This widens 
the scope of tariff board enquiry and adds to the difficulties. 
The question of costs is a very delicate one, the information 
is invariably a closel' guarded secret Agam the task of 
sittmg m judgment over the two sets of data of costs is much 
more difficult the material collected has to be carefully 
sifted and scrutmised giving the benefit of doubt to the 
domestic mdustries These difficulties have been indicated 
by the Canadian tariff board In view of the vital national 
mterests at stake, the mterpretation of the pledges had to 
be liberal The Australian tariff board refused to put a 
strict mterpretation upon these undertakmgs Thej declar- 
ed that a fine adjustment of duties so as to place effiaent 
manufacturers of the United Kmgdom and of Australia on 
exactlj the same pnce-lev el in the Australian market w ould 
senouslj dislocate Australian mdustnes There is no "hard 
and fast formula which can be used with anj degree of 
satisfaction, and the problem of reasonably interpretmg 
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the agreement involves much more than an arithmetical 
calculation of the difference between the costs m the United 
Kingdom and m Australia Each case must be considered 
on its merits and judgment given after a close examination 
of all available relevant facts Similarly the New Zealand 
Commission held that all that Britain is entitled to under 
the agreement is a fair deal as understood by a reasonable 
and fair mmded man 

Further the British Government is given the right to 
request the Dominion Governments to get their existing 
duties reviewed by the tariff boards in the light of the 
aforesaid undertakmgs given by them For instance the 
Canadian Trade Agreement provides as follows — ^ 

His Majesty 8 Government in Canada undertake that on the 
the request of His Majesty s Government in the United Kingdom 
they shall cause a review to be made by the Tariff Board as 
soon os practicable of the duties charged on any commodities 
spectffed m such request in accordance with the principles laid 
down m Article II hereof and that after the receipt of the 
Report of the Tariff Board thereon such Report shall be laid 
before the Parliament and the Parliament shall be Invited to 
vary wherever necessary the tariff on such commodities of the 
United Kingdom origin In such manner as to give effect to such 
principles 

Similarly the Australian Trade Agreement contains the 
following undertaking ^ 

His Majesty a Government in the Commonwealth of Australia 
undertake that a review shall be made as soon as practicable 
by the Australian Tariff Board of the existing protective duties 
in accordance with the principles laid down in Article hereof 
and that after the receipt of the report and recommendation 
of the Tariff Board the Commonwealth Parliament shall be 
invited to vary whenever necessary the tariffs on the goods of 
United Kingdom origin in such manner as to give effect to such 
principles 

New Zealand gives a similar pledge '* 

These pledges notwithstandmg the difference as regards 
interpretation in their enforcement have given tangible 
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assistance to the Bntish trade and mdustnes m keeping and 
strengthening their hold on the markets o£ the Dominions 
If m certam cases the British mtcrests have felt dissatisfied 
with the attitude taken up by the tariff boards m some of 
the Dommions, it is due to the conflict between the Bntish 
and domestic interests, m which the latter have naturally 
been preferred. Besides, the inherent difficulties of the 
situation are also partly responsible for the misunderstand- 
ing created in certain quarters The problem of determm- 
ing relative costs is both difficult and dehcate The deci- 
sions, therefore, are apt to cause dissatisfaction 

Administrative Protectiorusm.~The agreements provide 
for the proper regulation of customs administration in order 
to check the growth of administrative protectionism For 
instance, the Agreement with Canada provides that tV 
customs administration in Canada shall be governed by such 
general pnnciples as will ensure (a) the avoidance, so far 
as reasonably possible, of uncertainty as to the amount of 
customs duties and other fiscal imposts payable on the 
arrival of goods m Canada, (b) the avoid^ce of delay 
and friction to a minimum, and (c) the provision of machi- 
nery for the prompt and impartial settlement of disputes in 
matters appertammg to the apnlication of tanffs* The 
Canadian tariff board has adopted an extremely judicious 
attitude m the interpretation of the guarantees extended 
under the trade agreement Unwarranted delays, needles'' 
and vexatious formalities, and other administrative difficul- 
ties have been minimised. The simplification of custom-s 
formabties, prompt and qieedy clearance of goods, and 
stability in tariff treatment constitute a distinct contnbu- 
tion towards the improvement of commercial relations 
between the Empire countries To this extent the Ottawa 
trade agreements mark a step m the direction of free trade 
They give a valuable guarantee against the groAdh of 
restnctions in future Thou^ limited in scope, these provi- 
sions show the futility of the wasteful restnctive practices 
which fetter the movement of trade These undertakmgs 


I V Id* Art, 
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show the directions in which future commercial policy for 
securmg freer world trade should move 

Similarly, the Agreement with Australia* provides that 
the Australian government undertake to repeal as soon as 
practicable the prohibition imposed on the import of certain 
goods, remove the surcharges, and reduce or remove the 
primage duty on British goods imported into the country 
In accordance with this undertaking the Australian Gov- 
ernment reduced the surtax - on a number of commodities 
with effect from September 2 1932 Among the articles 
thus affected are piece-goods artificial flowers, apparel, 
umbrellas, paints varnishes, leather manufactures, manu- 
factured stationary, hair and cloth brushes, straw envelopes, 
etc ® Similarly, the prohibition of importation into 
Australia of certain goods, which had been in force since 
April 4, 1930, was removed with effect from August 31, 1932 
The articles covered are, cheese lemons, oranges, dried 
fruits, fruits preserved in liquid vegetable jams and jellies, 
pickles, sauces, chutneys batteries and accumulators of 
certain kinds, wireless receiving sets partly or wholly 
assembled, aluminium ware other than spoons and forks, 
tiles, sanitary and lavatory articles of earthenware and 
enamelled fireclay, matches, iron and steeel beams, channels 
girders, etc * The primage duty was removed on the fol- 
lowing articles with effect from September, 2, 1932 barbed 
wire, wire netting, agricultural machinery and implements, 
chaff cutters and horse gears, churns of all kinds, strippers, 
etc ® In the detailed list of the articles on which primage 
duty IS thus removed the different types of agricultural 
machinery arc very prominent 


Tariff Preferences Granted by the Dominions — In 
addition to the definite assurances accorded affecting the 
course of tariff policy, the Dominions extended valuable 



OTTAWA TRADE AGREEMENTS 313 

tanS preferences on British imports For instance, the 
Canadian agreement provides ' 

“His Majesty s GoTemment in Canada will inTite Paxliara“n^ 
to pass the legislation necessary to snbstitnte for the duties of 
customs now leviable on the goods specified m Schedule “Z* the 
duties shown in that Schedule provided that nothing m this 
Article shall preclude His Majesty s Go'^emment in Canada 
from reducing the duties specified in the said schedule ^ long 
a* the margm of Bntish preference shown m that schedul* 
preserved or from increasing the rates under the intermediate 
or general tariff set out m the schedule “ 

This undertaking mtroduces two important prmciples m 
the Canadian tariff policy The more important Bntish 
imports into Canada, specified m Schedule ‘E are to be 
accorded preferential tariff treatment o%er s imil ar articles 
imported from other countnes. Secondly the margin of 
Bntish preference, specified m the said schedule is to be 
preserved. This clause perpetuates commercial discnmma 
tion The result is that the power of the Goiemment of 
Canada of reducmg tariff duties is definitely fettered, the 
margm of preference has to be maintained. The Govern 
ment of Canada therefore cannot negotiate commercial 
treaties with foreign cotmtnes for a substantial reduction 
of trade barriers as her abiL^ to offer reciprocal conces 
sions is limited. Aboi e all she has resorted to discnmma 
tion. Thus both the bargaining capacity of the Canadian 
Go\emment and the prospects of a freer world trade are 
limited. Further, it is uiterestmg to note that the agre® 
ment leai es full latitude for fresh restnctii e measures on 
non British goods The Canadian Go% emment has im 
fettered nght to mcrease the duties set out m the mter 
mediate and general tariffs In short the Ottawa System 
mtroduced the dangerous prmciple of tariff discnmmation, 
extended its scope and consolidated it by fettermg the hands 
of the Domimons against change Subsequent events have 
uneqmv ocallj demonstrated the dangers inherent m tariff 
discrimination practised on such a wide scale The growth 
of new methods of trade restriction is m no small measure 
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due to the exclusive and discninmatory character of the 
Ottawa System The political problem of colonies,* markets, 
raw materials, etc , with which the world is faced today has 
to a large extent been created and considerably complicat- 
ed by this network of discrimination Britain, therefore, 
cannot lightly escape the blame for the present economic 
and political chaos the world has fallen in 

The Australian agreement contains similar undertakings 
with slight variations The agreement provides * 

‘ His Majesty’s Government in the Commonwealth ot 
Australia will invite Parliament to pass the legislation mailing 
the tariff changes necessary to give effect to the preference 
formula set forth In Part 1 of Schedule F’ appended hereto 
subject to the exceptions indicated m Part II of the Schedule, 
and further undertake that existing preferenttal margins which 
exceed those laid down tn this formula shall be maintained 
subject, however, to the right ot Mis Majesty's Government In 
the Commonwealth of Australia to reduce the existing margins 
of preference in the case ot goods of the kind specified in Part 
in of that Schedule to an extent not exceeding the amounts 
»hown therein ” 

Thus, the margin of preference is stabilised and the scope 
for general reduction of tariff barriers restricted The 
agreements with Newfoundland.* New Zealand,* South 
Africa,’* and Southern Rhodesia.® also contain provision 
consolidating the margm of tariff preferences In this 
rigidity of the preference margm lay the seed of economic 
strife 

Australian Tariff Preferences. — ^These rigid tariff prefer- 
ences have presented a very strong barrier to trade with 
the non-Empire countries, their effects can be adequately 
gauged on detailed analysis of the articles contained in the 
schedules attached to the texts of the agreements The 
Australian schedule contams a very wide range of com- 
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modjtxes o\er v’hich tanS preferences granted to the United 
Kingdom have been substantially increased.^ In this con- 
nection it IS interestmg to note that Australia, before lh“ 
Ottav^a agreement ertended tariff preferences on a large 
number of British articles Under the agreement the 
margm of preference has b«=>en increased, by raising the 
general tariff, and its scope vndened with the mcluron of 
new articles The general tariff has b‘=en raised on a larg“ 
n umb er of commodities. Normally the increas® in the 
cd cclorem duties of the general tariff vanes up to lo per 
cent.® From this ertensiv^* list it is clear that the Austra 
lian agreement has mcreased the tariff bamers against non 
Empire trade At ibu; stage however it needs to b® not®d 
that the lanffg on the Bntish goods imported mto Australia 
have been lowered on a few articles.* To a very limited 
extent, therefore the agreement has reduced the trade 
b am e rs and helped thereby the gr o wth of trade within the 
Empire The following table gives a more definite idea of 
the nature of tariff reductions accorded by the Australian 
Government on Bntish goods imported into Australia. 


Articles 


Bum 

Blended rum 
Tobacco unsteninjed 
Tobacco stcimned 
Cigars 

Cocoa butter 
Petroleum 


Bntish Preferential 
Tariff 

New Old 

Vs. 40 ». 

4 ls 

25 25 . tJd 

25 Gd. *5 

18 ^ 20 > 

Id. IH* 

2 id. 2 d. 


<•> tiue UnU^ Ow vt dovj c* ml 15 pw 

colt. til* d^gi yti w g f ILg fv-fsgtitul r»te orf tlie 

ticlg icna ..—til.* piiuds Iroa tl« waierf ^oS tK 

kxt 1 f P'T emt. *4 

tlie rx*!* mtv hxUg to ow uS ing 15 pvt emt. od nJoroa, 

sb4 uutnooMaittt fottnt. wA T^yo^m, ti,r ASra^tMat Ixtvgai tlit UrtjA 
iixtx^ ooQvnjj Lr al l«a«t t5| am. *4 

o-trm tiK rvxA mn fisMr to ti MU o ot ttair* taanuiSat -tt pgr psiC, wrt 

oTinm, Uie <L£rT>m( t^g**** tl« amwb p i f i aoA Uuc me 

Btxia gpiflay r'xxte troB flig wotAry fctiiH to at l otax 

SI Tolaroa. t««n4e4 Ibid ta aaaor liioS tlm aurea t« kptOed 

•9 M t« n » u ] i la a mr U dar rtemdiDt per onl. >4 raltra. 

Z. Std* B T J. 9»-ia-IKS. pp. M».«0 
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Thus, the reduction m duties is limited to a very few articles, 
wnereas the increase in general tariff covers an extensive 
list of commodities In effect, definite attempts have been 
made to divert the non*Empire trade to Empire countries 

The Canadian Tariff Changes — Canada, unlike Australia, 
has a triple-line tariff Schedule ‘E’, attached to the Cana- 
dian agreement referred to above, sets forth 220 items of 
the Canadian tariff in respect of which new or increased 
margins of preferences were granted by Canada to the 
United Kingdom The schedule covers a very wide range 
of commodities, and includes, inter aha, a large number of 
items previously dutiable at the British preferential rats 
which are now transferred to the free list As for the rest 
the British margin of preference has been increased, m 
some cases by lowering the Bntish preferential rates, and 
in others the intermediate and general rates have been in- 
creased to provide the agreed margin of preferences 

A more detailed analysis of the schedule is essential for a 
proper understanding of the nature of tariff changes The 
free list has been considerably enlarged and the duty 
remissions effected thereby are substantial This mcrease 
of the items in the free list is a valuable contribution 
towards freer world trade Some of the most important 
articles are included in this free list, as can be seen from 
the following brief statement * 


Article 

Former Duty 

Books 

5% 

Printed ad^e^tlSI^g matter 

10 cents p€ 

Boofings and shingles of saturated felt 15% 

Blood Albumen 

3% 

Stearic Acid 

12i% 

Nitric Acid 

15®/ 

Sulphuric Acid 

15% 

Acid phosphate 

12i% 

Phosphenc Acid 

15% 

Castile Soap 

1 cent 

Essential Oils 

5% 
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Article 

Former Duty 

Earthenware tiles 

-•'»% 

Asbestos 

15% 

Glass 

in% 

Allummium 

15 to 30% 

Bars of iron 


Sheets of iron and steel 


Guder Rails 

4 5 dol 

Iron or steel angles 

1 dol 

Forgings of iron or steel 

2% 

Typewriters 

10% 

Machmerj 

15% 

Engines for motor trucks, etc 

15% 

Motor cjcles 

121% 

Kniies 

20% 

Electric telegraphic or telephonic 
apparatus 

15% 

Electric wireless or radio apparatus 

15% 

Electnc storage battenes 

Electric switchgear, flame proof 

15% 

15% 

Steel bicjcle runs 

15% 

Pig leather and morocco 

15% 

Luther tanned 

15% 

Indian Rubber boots and shoes 

15% 

Fertilisers 

5% 

Barjtes 

15% 


Gasoline and Steam engines 15 % 

Further, the Govemmeot of Canada, imder the agree- 
ment, has lowered Bntish preferential tariff on a large 
number of commodities of different types This is a distmct 
contribution to the reduction of tariff barrier on world 
trade, particularly discriminatory tanffs The nature of 
tariff reductions m the preferential tariffs on the British 
imports into Canada can be seen from the following tab’e 

Reductions in Preferential Tariff on Bntish Goods.^ 


Article Rates of Duties 



New 

Old 

Cigarettes 

3 5 dol 

4 10 dol 

Cut tobacco 

80 cts 

93 cts 

Manufactured tobacco 

75 cts 

90 cts 

•Me, beer, port and stout 

25 cts 

30 cts 

Fruit siTups and fruit juices 

50% 

m% 


ConipiI«d from O. T *0-l(»-mZ Ml 
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Article 

Rates 

New 

of Duties 
Old 

EthjI alcohol 

8 dol 

10 dol 

Spmts 

8 dol 

10 dol 

Non alcoholic prep-jrations 

5% 

15% 

Perfumerj 

20% 

2^% 

T} pc for printing 

n% 

12|% 

It ire 

10% 

15% 

Axles of iron and !»teel 

10% 

20% 

Ore crushers etc 

"1% 

10% 

Ball and roller bearings 

5% 

15% 

Table kni\es and forks 

15% 

20% 

Spoons 

15% 

20% 

Guns and rifles of certain kinds 

5% 

10% 

Cotton woven fabrics 

15% 


Belting leather 

in% 

15% 


Caps hats coats cloaks clc off«rl5% “’0% 

From the detaiJed facts noted above jt «j 11 be seen that 
Canada has offered substantial tanff concessions on British 
goods imported into Canada This is a welcome feature of 
the Canadian Agreement as it marks an important step in 
the direction of reduction of trade barriers This step is 
more significant as the Canadian tanff is relatively 
moderate But it is unfortunate to note that Canada has 
strengthened British preferences in a number of cases by 
raising the intermediate and general tariff The increase 
in rates is not restricted to a few articles of special impor- 
tance to Britain, its scope is fairly wide and a large number 
of articles of different types are included The following 
table gives us some idea of the increased duties of the 
intermediate tanS ^ 


Article 

Rates of Duty 


New 

Old 

Butter 

3 cts 

2 cts 

Florist stock 

15% 

Free 

Friut syrups and juices 

25% 

22i% 

Chemical compounds 

10% 

Free 

Aniline and coal tar d\es 

10% 

Free 

Perfiimerv 

40% 

S2J% 

Surgical Dressings 

25% 

17i% 

Gums 

15% 

J'-we 

Cotton seed oil 

10% 

Free 
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Article 

Rate of Duty 



New 

Old 

Tires of steel 

10% 

5% 

Cream separators 


Free 

Coal cutting machines 

20% 

Free 

Prmtmg presses, etc 

10% 

5% 

Typewriters 

25°o 

20% 

Kjuv es 

30% 

27i% 

Surgical and dental instruments 

lO^o 

Free 

Nitrate and Acetate of lead 

10% 

Free 

Brass band mstruments 

30%, 

22i% 

Caps bats etc of fur 

30%, 

27i% 

Hyposulphate of soda 

10% 

Free 


From the foregoing table it will be seen that the duties 
m the intermediate tariff have been increased on a majo- 
nty of the articles included m the schedule In addition to 
the articles enumerated m the foregomg table it may be 
noted that several chemicals which were on the free list 
before, are, under the agreement, subject to duties varying 
from 10 to 25 per cent Similarly, the mtermediate tariff 
on iron and steel articles has also been raised The imports 
of textiles from non-Empire countries are also subject to 
higher duties 

The general tariff, m certam cases is still higher than the 
mtermediate tariff This means m practice, greater dis- 
cnmmation, particularly m favour of British goods The 
nature of discrimmation can be adequately gauged by com- 
paring the Bntish preferential tariff with the mtermediate 
and general tariffs The following table will give some 
idea of the tariff treatment accorded to goods imported mto 
Canada from different sources 

Customs Duties lured under Schedule * E * 


Article 

British 

preferential 

Tariff 

Intermediate 

Tarfff 

General 

Tariff 

TionSt stoc’k 

Tree 

15% 

■20% 

Potatoes 

Free 

Free 

’’5% 

■Wa-red stencil 

paper 10% 

321%, 

33%, 

Steanc acid 

Free 

17i% 

20% 

Muncatie aad 

Free 

221% 

23% 

Pnnting ink 

12i% 

17i% 

23% 
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Customs Duties fixed under Schedule '£* 
Article British Intermediate General 



Preferential 

Tariff 

Tariff 

Tariff 

Tiles 

Free 

mvo 

35% 

Tjpe for pnntii 

’g n% 

17i% 

20% 

l\ire 

10% 

30% 

35% 

Ore crushers 

n% 

20% 

25% 

‘Machmerj 

Free 

27i% 

3a% 

Table kmies 

15% 

30% 

35% 

Alotor cjcles 

Free 

20% 

30% 


Such a discnmmatory tariff treatment of non-Empire goods 
IS apt to lead to retaliation 

Tariff Preference Accorded by the Union of South Afnca 
— The agreement provides that His Majesty’s Govemmen* 
in the Union of South Afnca will arrange to pass the legis- 
lation necessary to secure to British goods specified m 
Schedule E the margin of preference over similar foreign 
goods shown in the Schedide ‘ The nature of preference 
can be gauged from the following table * 


Margin of preferences 


Commodity 

Former margin 

New margin 

Coffee 

Nil 

Id per lb 

Fish 

J<1 per lb 

Ijd per lb 

^leat 

|d per Jb 

|d per lb 

Cranes 

Nil 

7i% 

Bucket comejers 

Nil 

7% 

1 acuum Cleaner electric 

Nil 

3% 

Machinery 

3% 

">% 

Batteries electnc 

5% 

10% 

Locomotii es 

Nil 

5% 

Sprajers and sprinklers 

Nil 

10% 

Tractors 

Nil 

10% 

Tj’pewnters 

Nil 

10% 

Radio apparatus 

Nil 

10% 

Isphalt and bitumen 

Nil 

10% 

Soap toilet 

Nil 

15% 


The new margins of preference specified in the foregomg 
table viete aeciited by caisang the duties on foreign imports 
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on a large number of articles This Agreement has led to 
substantial mcrease m tariff barriers on non-Empire trade 

New Zealand Extends Tariff Preferencev— Under the 
trade agreement New Zealand agreed to accord tanS pre- 
ference on certam categories of Bntish imports and exempt 
them from surtaxes The New Zealand tariff has 
accordmgly been amended and the surtax on Bntish imports 
removed. It is interesting to note that the new margin of 
preference has been secured by reducmg the Bntish pre- 
ferential as n ell as general tariffs ^ This is a n elcome 
feature of the agreement The articles affected are con- 
fectionary, apparel and ready-made clothmg, hosiery, silk 
and artifiaal sdk piece-goods.” 

Tariff Preferences Accorded b> Southern Rhodesia. — 
Southern Rhodesia, under the agreement, agreed to extend 
the margin of preference for certain Bntidi goods* This 
preference has been secured by raising the tariffs* For 
instance, on electncal materials (except cable and wire), 
imported duty free from Bntam before the agreement a 
duty of 5 per cent is levied, and those imported from 
foreign countries are charged 15 per cent Thus, the margin 
of preference for British goods is raised from 5 per cent to 
10 per cent Similarly batteries, imported duty free from 
Bntam before the agreement, are now subject to an import 
duty of 5 per cent The import duty on foreign battenes la 
raised from 5 to 20 per cent., to provide a preference margm 
of 15 per cent for Bntish goods mstead of 5 per cent The 
tariff treatment extended to other goods is of the same kmd. 
Thus, tariffs hav e been raised and the margm of preference 
widened- 

Tanff Preferences Granted by Newfoundland — New- 
foundland agreed to grant a tariff preference of 10 p“r cent 
cd taloTcm on certain specified goods, subject to the nght 
•af i^ucarg the ensegai e£ preference r/ the grset o! prefer- 

1 TWfc B. T J.. to-icmfs: p s*x 

S. lUd, l$-I0-t»33 p SM 

a. Tide. Alt. 8. 

«. For details, see B.T J,S0.1(>-I93^p. S~: ud-'ICi-lS32,p. 81* 
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ence involved loss of revenue This protective clause was 
kept because Newfoundland depends largely upon customs 
tariff for revenue Any substantial fall m customs receipts 
would imperil the entire financial system of the country. 
Hence the reservation In the list large number of articles 
are included ^ The agreement accords a preference of 10 
per cent on 61 classes of goods 
Other Parts of the Empire — Another important feature of 
the agreements is the undertaking on the part of the 
Dominions to extend the preferential tariff to exports from 
the British Dependent Empire in return for an undertaking 
on the part of the United Kingdom to invite the Governments 
of the Colonies (except such are pledged to the Open Door 
by international agreement) to grant to the Dominions 
general preferential benefits and some specific preferences 
The general form of the undertakmg is as follows* 

His Majesty’s Government in the United Kingdom will invite 
the non-self governing Colonies and Protectorates to accord 
to any preference which may for the time being be 

accorded to any other part of the British Smpire provided that 
this clause shall not extend to any preferences accorded by 
and further, will mvite the Government of the Colonies 
and Protectorates shown in Schedule to accord new or 

additional picfeiences on the commodities and at the rates 
shown therein ” 

Thus, the former Open Door in the Colonial Empire was 
double-locked by the Ottawa Agreement ” Henceforth the 
door can be opened only with the consent of the whole 
Empire It should be noted, however, that the policy of the 
Open Door in the Colonial Empire had already been aban- 
doned before the Ottawa agreements What these agree- 
ments have done is to make the return to Open Door 
dependent on the consent of the Legislature of all units of 
the Empire instead of the British Parliament 
Concessions Accorded hy Britain. — In return for the 
concessions detailed above the United Kingdom agreed to 
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eccord tanff preference to products imported from the 
Dominions In the first place, the British Government 
agreed to permit the entry of Dotmmons goods which were 
on the free list subject to certain reserv ations The 
reservations provide that as regards eggs, poultry, butter 
cheese and other milk products tfaej will be permitted free 
entry for three j ears certain. After the eitpiration of three 
years the British Government reserves the nght, if they 
consider it necessarv in the interests of the domestic 
producers to revuew the basis of preference so far as it 
affects the aforesaid articles Further the Bntish Govern- 
ment agreed to impose new duties on certam specified 
foreign goods The nature of articles covered under the 
agreements can be seen from the folJowmg table — 


Article 


Duty 


Wheat in gram 
Butter 
Giee«e 
Apples raw 
Pears, raw 
Apples, canned 
Other canned fruits 
Dried fruits 
Eggs, in shell 


tlilk, condensed or sweetened 
not sweetened 

, powdered 
Honev 

Oranges raw 
Grape fruit, raw 
Grapes 

Copper unwrought 
Cod liver oil 

Salmon, chOled or frozen 
Peaches and nectarines raw 
Plums raw 
Maize flat white 


2o per quarter 
l,*s perewt 
J5% ad valorem 
4s Cd- per cwt. 

4s. 6A perewt. 

3s Cd perewt. 
lo% ad relarm 
iCh. Cd. perewt. 

Is per great hundred. 
Is cd 

Is Od , „ 

as per cwt. 

Cs per cwt. 

5s per cwt, 

7s per cwt 
3s ci per cwt. 

5s per lb 
lid. per lb 
2ck pCTlb 
Is -id per gallon 
1 ^d per lb 
lis per cwt. 

9s -td- per cwt. 
ad relOTfjTt 


The duties on the import of wheat, copper, lead and zme 
mto the United Kmgdom are condition^ on the Empire 
producers continuing to offer those commodities at prices 
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not exceeding the world prices. Thus, Britain Qoes not want 
to pay higher prices and makes the Dominion^ believe that 
it IS a great concession The imports of frozeii mutton and 
lamb and frozen and chilled beef are subject to the followmg 
conditions* (1) Steps may be taken to raise the wholesale 
prices of frozen meat into the United Kmgdom market to 
such a level as will maintain effieienC production (2) To 
improve the situation, the British Government has a right 
to regulate the imports of meat mto the United Kingdom 

(3) The policy of the British Government in relation to 
meat production, is, first, to secure the development of 
home production, and secondly, to give to the Dommions 
an expanding' share of imports into the United Kingdom 

(4) The Dominions must restrict their exports to the United 
Kingdom Further, in respect of bacon and hatn, the British 
Government has agreed in the event of quantitative regu- 
I’fftrofr cf imp'Jrts heriTg eitfirnreti, to pemtrf /tee enfry for 
Canadian bacon and ham of good quality up to a maximum 
of 2,500 000 cwts per annum New Zealand has also agreed 
to quota restrictions on its exports of mutton, lamb and 
beef 

Further, the British Government has urtdertaken to 
secure the margin of preference m the British market for 
certam dominion articles Under this agreement, Australian 
wine, not exceeding 27 degrees of proof spirit, is guaranteed 
a preference margm of 2s per gallon Similar preference 
IS assured to wine imported from the Union of Ejouth Africa 
Coffee imported from Southern Rhodesia is given a prefer- 
ence margin of 9s 4d per cwt over foreign coffee’ The 
margm of preference is also guaranteed for tobacco imported 
from Canada, Southern Rhodesia and South Africa With 
reference to tobacco the agreements provide as follows 

His Majesty’s Government in the United Kmgdcim will Invite 
Parliament to pass legislation which will secure for a period of 
ten years from the date thereof to tobacco, consigned from any 
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part of the British Empire and grown produced or manufac- 
tured in Canada, U) the emsttag margin of preference over 
foreign tobacco, so long, however, as the duty on foreign 
unmanufactured tobacco does not fall below 2s Vzd per lb in 
which case the margin of preference shall be equal to the 
full duty 

Another important concession granted by the British 
Government to the Dominions is not to reduce the general 
ad valorem duty of 10 per cent on certain specified foreign 
commodities imported into United Kingdom without the 
consent of the Domimons concerned This is an obstacle 
to the reduction of trade barriers agamst non-Empire trade 
The variations m the terms ol the agreements are to be 
effected by mutual consultation As regards the tenure of 
the agreements, it has been provided that they shall remam 
in force for a period of five years and if not denounced sn. 
months before the end of that period shall continue m force 
thereafter until a date six months after notice of denuncia- 
tion has been given by either party 
This IS, m brief, the structure of the Trade Agreements 
Great Britam entered mto with the Dominions at Ottawa 
It will be seen that the tariff barriers on non-Empire trade 
are higher imder the Ottawa Agreements than those of the 
pre-Ottawa days Thus, the claim of Mr Baldwm that the 
Ottawa Agreements would “clear out the channels of 
trade” by “lowering barriers” is falsified Further, the 
scope for reduction m trade barriers, m future, is defimtely 
restricted by undertakings given by the parties to the 
agreement 

Commercial Discrimination. — ^The Ottawa Agreements 
have turned the! dangerous practice of commercial 
discrimination, embodied m the ideology of Imperial 
Preference, mto a well-knit ^tem The economic and 
political repercussions of such a system must be far-reach- 
ing Such an agreement must result in an unwarranted and 
uneconomic diversion of trade * The damage caused to 
the normal flow of non-Empire trade must be senous, 

1 - nrtr ■jTsnmncoti. to wbwli llw mott faToarrd-natKPii daote don Bert tppiv 

tote so many obatTBCtsd ajt^rin In the eirctiiatory sjstrci of tntemattona] trs^e.** 
\ide S H Badey — Eooo^nMB,'* 1933 p 443. 
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since discriminatory tariil barriers put a very severe 
strain on competitive trade The concept of a closed and 
exclusive Imperial economic block ’ brought to fruition 
under the Ottawa Scheme has strengthened the claim for 
economic self-sufficiency and Imperial aggression There 
fore the most valuable contribution towards economi'" 
disarmament and the improvement of international 
economic relations would be the abandonment of tne 
practice of Imperial Preference It is necessary that all 
discriminatory commercial practices m international trade, 
.rrespective of their garb must be penalised To start 
with Imperial Preference should cease to constitute an 
exception to the most-favoured nation treatment 
The authors and advocates of Imperial Preference hoped 
that the Ottawa Agreements would facilitate the flow of 
trade w ithin the Empire and increase thereby the purchas 
mg power of the people They were expected to promote 
most efficient utilisation of the economic resources of the 
Empire and stimulate world trade In this connection it 
IS essential to note the distuiction between an increase in 
world trade and its diversion In the light of the preced- 
ing analysis of the structure of the agreements it is 
difficult to agree with the vnew that they would promote 
world trade or that they were really intended to do so 
Discrimination is an outstanding feature of the Ottawa 
Trade Agreements It is accepted that discrimination can 
never provide a sound basis essential for the develop- 
ment of world trade Per contra modem economic historv 
shows us that discnmmation is invariably a source of 
international ill feeling and friction Of course Imperial 
Preference is not a legal discrimination Legal vabdity 
however accorded to Imnenal Preference under the Most- 
Favoured Nation Clause as an accepted exception does 
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improve the de jacto situation, it continues to be a de facto 
discrimination, though not a de jure one It cannot be 
justified on economic grounds The spur of preference 
diverts the flow of competitive trade from the most 
economic channels to uneconomic ones With inevitable 
commercial retaliation the preference must curtail world 
trade and reduce, rather than increase the purchasmg 
power of the people The mcrease in the purchasing 
pow er if any of the preferred countries is \ ery costly and 
essentially temporary what is gamed by the preferred 
countries is only a fraction of the loss sustained by the 
countries discr imin ated agamst It will lead to retahation 
and trade war which must pro\e detrimental to both 
parties In short, discnmination and artificial diversion 
of trade can never add to the purchasmg power of the 
people or mcrease world trade 

Imperial Economic Blocks Different from liOw Tariff 
Areas — ^The preferences accorded under the agreements 
are essentially exclusive and cannot be extended to foreign 
countnes The scheme of a closed Impenal Economic Unit 
formulated by the Ottawa Agreements, is distmct and 
different from that of low tariff areas smce the concessions 
accorded under the later scheme can be shared under 
certam circumstances by other countnes as well The low 
tariff scheme, therefore, gives little cause for mtemational 
ill'WilI and fnction On the other hand, the parties to the 
Ottawa Agreements definitelj stated "that it was 
their polic> that no treaty obligations mto which 
they might enter m the future should be allowed 
to mterfere with any mutual oreferences which Gov- 
ernments of the Commonwealth might decide to 
accord to each other, and that they would free them- 
selves from existmg treaties, if any, which migh* 
so mterfere They would, m fact, take all steps necessary 
to implement and safeguard whatever preferences might be 
so accorded” Thus, the door was completely bolted agamst 
the foreign countries 

This IS not alL The obligations imposed upon the parties 
to the Ottawa Agreements, as will be seen from the preced- 
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mg analysis, have fettered their future course of commer- 
cial policy, they are no longer free agents in negotiating 
commercial treaties with foreign countries The specific 
margin of preferences should be maintained The scope for 
the reduction of trade bamers is therefore limited Piece- 
meal reductions, which alone can at best be had under the 
Ottawa commitments, can do little good Per contra, the 
lariil discrimination inherent in the Ottawa Agreements 
must lead to retaliation and add thereby to the trade 
barriers 

Effects of the Ottawa Agreements on Empire Trade — 
A detailed statistical analysis of the working of these agree- 
ments IS beyond the scope of the present chapter, which 
attempts merely to study the general tendencies of modern 
commercial policy Since the Ottawa agreements were 
concluded there has been a substantial growth m trade both 
Within the Empire and outside A part of this expansion 
m trade is due to general economic recovery since the 
Ottawa Agreements which were concluded when the world 
was in the trough of depression There have been a number 
of other forces stimulating the growth of trade It is there- 
fore difficult to demarcate precisely the effects of these 
agreements on the Empire trade 

British Hold over the Empire Markets^ — It may be noted 
that the hold of Great Britain on the Empire markets has 
been considerably strengthened as a result of the exclusive 
tariff preferences accorded to her as may be seen from the 
following table 


Year 


1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 


Import of British Goods 
(in millions) 

Canada Austra- New 
lia Zealand 
$ £(stg) £(stg) 

162 e 54 2 20 2 

109 5 23 3 12 1 

93 5 17 4 114 

97 9 23 5 10 5 

113 4 251 12 6 

116 7 208 14 7 

123 0 33 8 

147 3 38 8 


Union of S 
Africa 
£ 

297 

23 6 
15 1 

24 7 
32,3 
36 6 
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From the ioregomg table it will be seen that since the 
Ottawa Agreements the imports of British goods mto the 
Empire markets have increased rapidly Apart from other 
causes mfluencmg the movement of trade, the effect of the 
Ottawa Agreements over British export mdustnes has been 
two-fold In the first place, the agreements immediately 
checked the trend towards decline m British exports, which 
had definitely set m and was seriously menacmg the 
structure of British mdustnes It is essential to remember 
that British exports consist primarily of manufactured 
goods The rapid growth of industnal development, char- 
acteristic of the post-war economic conditions, was tendmg 
to restnct the market for British goods The backward 
countries had resorted to protection for fostering domestic 
mdustnes, which was bound to check theur import of British 
goods The prmciple of “compensatory tarifT’, mcorporated 
in the Ottawa agreements themselves, was a clear mdication 
of the determination on the part of even the members of 
the British Empire to develop their internal mdustnes and 
place the interests of the domestic producers first and 
foremost The growing mdustnes m the Dommions and 
other parts of the Empire were gradually replacing Bntuh 
goods m their domestic markets To this must be added the 
attempts made by foreign mdustnes m competitive markets 
to capture the markets hitherto monopolised by Bntish 
goods In this connection the competition offered by the 
Japanese manufacturers in the East since 1928 is very 
significant In fact, the Japanese goods have captured 
markets m competition with Bntish goods both in the East 
and the West Japan is not the only competitor agamst 
Bntish goods, though it is by far the most important This 
is just an illustration of the general industrial development 
of the post-war period Competition has been gradually 
growing Therefore, the effect of the Ottawa Trade Agree- 
ments in checkmg the declme of British imports m the 
Empire markets was an mvaluable boon to the Bntish 
mdustnalists The exports of British goods would other- 
wise have declmed 
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Further the Ottawa Agreements have not merely checked 
the decline in the import of British goods m the Empire 
markets but they have definitely stimulated their expansion 
under the spur of an extensive scheme of tariff preferences 
British goods have been given tariff preferences since th*' 
beginning of the present century but it seems they were 
not adequate to enable them to keep their hold on the 
Empire markets It is evident therefore that under these 
circumstances the proper policy to be pursued was a radical 
readjustment and rationalisation of the structure of British 
mdustnes so as to make them more efficient For mstance 
if the Lancashire cotton industry with its long industrial 
experience and efficient labour supply cannot face open 
competition of the Japanese manufacturers the right course 
IS to improve the structure of the industry Tariff pre 
ferences are apt to breed and perpetuate inefficiency 

Britain has increased her hold on the Dominion markets 
under the stimulus of tariff preference as can be seen from 
the foregoing general review Economic recovery has also 
played an important part m stimulatmg the expansion of 
Empire trade The influence exerted by tariffs regulating 
the channels of trade will however be clarified by a 
detailed statistical analysis of the more important commo 
dities By way of an illustration therefore a few Canadian 
imports will be exammed Canada is a typical representa 
ti\e market of the Empire and the general trends revealed 
by the study of Canadian market can be safely applied to 
the other parts of the Empire 

Britain Captures Canadian Market— It has already been 
shown that under the Canadian Agreement unport duties 
on a large number of British goods were substantially 
reduced and m several other cases the intermediate and 
general tariffs were raised to provide a greater margin of 
preference Under this agreement British exports to 
Canada have mcreased as will be seen from the following 
table — 
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British imports into Canada for consumption 
(In $-000) 


Year Animals 

Fibre 

Iron & 

Non- 

Non- 

Chemical 


& their 

Textile 

its pro- 

ferrous 

metallic 

& allied 


products 


ducts 

metals 

minerals products 

1932 

2,520 

27,181 

12,584 

8 650 

12,277 

4,719 

1933 

2,779 

80,987 

15.805 

2 818 

13,262 

5,294 

1934 

3 212 

37,269 

18,684 

4 071 

13,255 

6,165 

1935 

3 533 

89 361 

20 407 

6,000 

12,690 

6 331 

1936 

4,274 

44,163 

21 688 

5 572 

12,794 

6,802 

1937 

6,115 

52,643 

29,794 

7,302 

13 300 

7,858 


Agricultural Implements and Machmerj — ^That there has 
been a substantial increase m the import of British goods 
can be seen from the foregomg table It is, however, 
essential to analyse these statistics m greater detail m order 
to understand the effects of the trade agreement on 
more important commodities Let us take iron and its 
products In this general group agricultural implements 
and machmery are important The Canadian agricultural* 
implement industry has gradually improved its position 
and the efficiency of the machines manufactured m Canada 
has recorded marked improvement The fortunes of thU 
industry are dependent upon the general farmmg situation 
During the depression, there was a definite turn-over from 
tractors back to horses That tendency has fortunately been 
reversed and the sales of machinery have increased Not- 
withstandmg the improvement of the domestic industry, 
Canada contmues to import farm implements and machi- 
nery The United States of Amenca supplies the greater 
proportion of the Canadian requirements Due to the 
Ottawa Agreement, however, the United Kmgdom has also 
been able to share the market, and her share is increasing 
In 1936-37 the imports from Umted Kmgdom amounted to 
$263,160 and rose to $639 048 in 1937-38 Cream Separators 
and farm traction-engines are the prmcipat items oi agri- 
cultural machinery exported by the UJC Here it is inter- 
esting to note that Sweden has suffered most from the tariff 


I Tide Rrorr, A. It I “EAmamir asd ctwiumitl al coedition la CaaaiU ** App«adi< 
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preference accorded to the U K as competitive suppber to 
the Canadian market The share of Sweden declined from 
$288 843 in 1936 37 to $275 339 m 1937 38 The U S A has also 
suffered The imports of farm traction engines from Britam 
have increased from $47407 m 1936 37 to $74694 in 
1937 38 The USA supplies the largest proportion of the 
Canadian requirements and feels most the tariff discrimi 
nation m favour of the UK accorded under the Ottawa 
Agreement 

Iron and Steel Castings and Forgings. — In the supply of 
iron and steel castings and forgings to the Canadian market 
the United Kingdom has a share The tariff preference has 
strengthened the hold of Bnfish manufacturers In this 
class of commodities the United Kingdom supplies forgings 
of iron and steel pressed steel wheels for use on railway 
rolling stock steel wheels and tyres of steel The imports 
of forging from United Kingdom have increased from 
$76 510 in 1936 37 to $134 979 in 1937 38 The United 
Kingdom is the largest supplier of this article the USA 
being a poor second The imports of British steel tyres 
have increased from $355197 in 1936-37 to $357 416 in 
1937 38 The tariff preference has been very useful to this 
class of goods The preference puts the U S.A manufac 
turers at a great disadvantage 
Imports of Cutlery— In the Cutlery group table knives 
forks and spoons are given tariff preference Bntish 
imports of these goods have therefore increased The 
imports of steel table knives and forks increased from 
$136 351 m 1936 37 to $145301 m 1937 38 The imports of 
Bntish spoons rose from $5 909 in 1936 37 to $9411 m 
1937 38 The imports from the USA have declined 
Germany and Japan are also important competitors in the 
market The domestic industry is equally important 

Engines and Boilers — The imports of engines and boilers 
^ increased tcom. tbAUsa-vd 1932 to 
^^°«sand in 1937 38 TheUSA is the major supplier 
IS class of goods to Canada her exports in 1937 38 being 
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about $8 million. The largest smgle item m this group is 
automobile and motor vehicle engines The United State:> 
of Amenca supplies practically the whole of the automobile 
engme imports and the UJC. finds it very difficult to com 
pete because the Canadian motor car manufactunng 
mdustry is almost a branch of the U S A. mdustry ^ Further, 
the UJC manufacturers find it difficult to compete m pnces 
with the light high speed diesel engines manufactured in 
the U3A. with horse power rangmg from 80 to 100 With 
the mcrease m the demand for aircraft the imports of 
aircraft engmes both from the UJC. and the U SA. is likely 
to nse Boilers are also largely suppbed by the U SA. In 
1937-38 Canada imported boilers valued at $344 989 of which 
imports from the U SA amounted to $337 699 and those 
from the U K. $o 985 

Miming and Mletalluj^cal Machinery.— In view of th® 
growth m the Canadian mmmg industry the demand for 
tmnmg and metallurgical machinery has increased consi 
derably m recent years The total imports mto Canada 
have risen to $6 7m m 1937-38 Of this the suppbes from 
U S A. are valued at about $6m. The share of U K. has 
mcreased from $418 thousand m 1932 to $633 thousand m 
1937 The increase m the Bntish exports is partly due to 
the tariff preference It is significant to note that the U SA. 
contmues her hold upon the Canadian market m spite of 
the discrimmation. 

RoIImg Mill Prodacts. — ^British rolling mill products also 
have captured a substantial part of the Canadian ma’‘kei 
With economic recovery the market expanded so tha* a 
part of the mcrease m the imports of Bntish manufactures 
was due to the general recovery of trade the Canad an 
demand for these products rose from $31m. m 1935-37 
to $43m. m 1937-38 The U SA. suppbes the greater part 
ei tb* daBAT/i Yvz vraVanee vs&'pOTV's 'vTlBaA 

at $43m. m 1937-38 the USA. suppbes about S24m, The 
U.K. stands second. The imports from the UJC. hav e risen 
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from $62111 m 1938 to $17m m 1937 38 In this group one 
finds that Britain s hold over the Canadian market is 
limited to cert.ain classes of articles For instance imports 
of bars hot rolled bars plates galvanised sheets sheets 
for galvanismg other sheets and band and hoop of iron or 
steel from U K have increased The tariff preference has 
rendered invaluable help to the British manufacturers in 
capturing the Canadian market The American manufac 
turers feel most the handicap of this tariff preference 

Textile Machinery — The imports of British textile 
machinery have increased substantially In 1937 38 Britain 
doubled her exports of textile machinery to Canada over that 
of the previous year The exports of the U K rose from 
$468 000 in 1932 to $lm in 1937 38 But the USA ranks 
first as supplier of textile machinery to Canada The USA 
exports to Canada amounted to $3 672 129 in 1937 38 as 
against $1 155 170 exported by the U K The American 
predominance over the Canadian market is partly due to 
the fact that the mechanical equipment of the industry in 
both the countries is similar The British manufacturers 
are trying to adjust their production to suit the Canadian 
requirements ' so that m future they may capture a part 
of the market hitherto supplied by the U S A 

Imports of Pipes and Tubes — The domestic Canadian 
industry produces iron and steel pipes and tubes but the 
total output is not sufficient to meet the domestic demand 
In 1937 38 the total imports of tubes pipes and fittings 
amounted to about $2$5m The USA is a major supplier 
of this class of goods In 1937 38 the USA supplied goods 
worth $1 78m The British share has increased under the 
Ottawa Agreement In 1937 38 British imports were valued 
at $663 095 

Imporis of Vehicles — The total Canadian imports of 
vehicles m 1937 38 were valued at $47 3m Of this UK 
supplied $1 4m and the USA $45 8m The imports of 
passenger automobifes were vafueef at iffJm The CT S' A 
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shown suJficjent adaptability and enterprise in catering for 
the demand ‘ In future, therefore, the U K manufacturers 
will have to change their traditional policy lest they should 
lose their hold over the Canadian market 

NoQ'Mctaliic Minerals — In the group of non-metaliic 
minerals and their products the imports of certam British 
products have increased, particularly those enjoymg tariff 
preferences For mstance, the imports of asbestos products 
rose to $401,040 in 1937-38 It may be noted that Canada 
IS a substantial producer of asbestos products and the market 
IS highly competitive Britain is a principal supplier of 
tableware and her share increased to $3 38m m 1937-38 
The imports of glass and glassware from Canada rose to 
$I43m in 1936-37 In the following year 1937-38, however, 
the imports fell to $l,39m 

Agricultural and Vegetable Products— In the group of 
agricultural and vegetable products which have received 
tariff preferences the United Kingdom has improved her 
hold over the Canadian market For instance, the imports 
of British cocoa butter have increased from 107 thousand 
lbs m 1933 34 to I 689 thousand lbs in 1937 During the 
same period the imports from the USA have declined 
from 1 661 thousand lbs to 8 thousand lbs Thus. Britain 
has captured the Canadian market and ousted the foreign 
competitors particularly the USA This is a conspicuous 
case of trade diversion 

Textiles — In the group of fibres textiles and textile pro- 
ducts preferences tariff have rendered invaluable assistance 
to the British manufacturers The imports of artificial silk 
piece-goods from the UK have mcreased from $469,517 in 
1935-36 to $954 035 in 1936^7 and $1,186 390 m 1937-38 
Canada has an extensive domestic mdustry which checks 
the flood of imports The UK is a pnncipal external 
supplier of artificial silk yam and the imports of British 
yam have nsen to $893 425 in 1937-38 The tariff preference 
has also helped the Bntish cotton industry The imports 
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of unbleached fabrics from the UJC. rose to $3 Sm. in 1937-38 
In respect of bleached and mercerised fabncs the domestic 
mdustry offers keen competition The Canadian cotton 
manufacturing industry is gradually improving its effi- 
ciency, so that the scope for foreign imports is limited. The 
imports of cotton yam from UK. mcreased to $2 8m. m 
1937-38 Here it may be noted that the imports from UJC. 
consist primarily of yam of fine quality 

Bntam holds a predommant position as suppher of 
woollen piece-goods to Canada The gray woUen fabrics, 
flannels, over-coatmgs, tweeds, worsteds and serges, etc, 
are supphed almost entirely by the UJC Tariff preferences 
have been mvaluable m this branch of the trade 

The Canadian mills offer severe competition m cheaper 
fabrics, for Canada is largely “a price market ” Mr Bruce 
rightly remarks Canadian and U K. mills are in competi- 
tion m this market m practicall> the entire range of cloths, 
but the competition from the domestic mdustry is most 
severe in the lower and medium qualities^ In future this 
competition, will increase smce the Canadian mills are 
steadily improvmg both the quality and styles of their 
manufactures 

In the imports of wood, wood products and paper mto 
Canada, the American suppliers have a good hold For 
mstance, of the total imports of this group valued at $34.2in 
m 1937-38, the share of U SA was $27 8m. and of the U K. 
$3 9m. The tariff preference has helped the imports from 
the U K. considerably Imports of books and prmted 
matter from the U K. are handicapped m competition with 
those from the U SA due to geographical contiguity, 
similanty in reading taste, sinulanty of trade practice, the 
higher prices charged for UJK. books, and the practice 
followed by the Bntish authors of selling Canadian rights 
to Amencan publishers 

Chemicals — ^The chemicals and allied products are also 
largelj supphed by the USA But the unnorts from the 
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U K. have increased under the spur of tariff preference to 
$7 7in in 1937-38 Germany is another important supplie’’ 
Canada has a well organised domestic industry and its 
output m 1937 was estimated at $24m Imports of 
drugs and medicmes from the UK rose to $851,856 m 
1937-28 Imports of dyeing and tanning materials 
amounted to $694 920 m 1937 33 The U K supplied paints 
pigments and varnishes worth $1 8m m 1937-38 It is 
mteresting to note that there is a large pamt manufactunng 
mdustry m Canada which supphes practically the whole 
market and imports consist chiefly of articles used for 
the manufacture of pamts The value of domestic output 
m 1937 was estimated to be over $24m 

Bntish Manufacturers Strengthen Their Hold on the 
Canadian Market— Thus the Bntish manufacturers have 
acquired a greater hold over the Canadian market as a 
result of tariff preferences If the British manufacturers 
had studied the Canadian market better and shown more 
adaptability they would have added still more to their 
exports Further preferences have led to considerable 
tr^e diversion and damaged the established trade relations 
It Will also be seen that trade relations are determmed by 
the tastes of the people and the industrial technique and 
resist therefore the forces working for uneconomic diver- 
sion It has to be admitted that tariff preferences cannot 
help to knit the different parts of the British Empire with 
their distinct economic requirements not unoften compe- 
titive into a smgle homogenous economic unit Econo- 
mic limitations of such a plan are obvious It is responsible 
for tremendous waste of world economic resources 

Britain Shares the Domestic Market with the Empire — 
The increase m trade between the contracting countries 
has not been one sided The Agreements have also 
enabled the Dommions and Colomes to capture a port of 
the Sntisfi market The folTowmg table shows the nature 
of trade 
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Year 


1930 

1931 

1932 

1933 

1934 

1935 
1930 


Imports iQto United Kingdom from 
(m millions ) 

Canada Austin- New South 
ha Zealand Alnca 


38 1 46 4 

32 8 43 7 

43 0 46 0 

46 2 46 6 

50 4 49 9 

56 0 54 3 

73 0 61 4 


44 9 20 2 

37 8 13 1 

37 0 13 4 

37 2 14 4 

40 4 119 

38 I 13 7 

43 7 13 3 


For a proper understandmg of the significance of the fore- 
going statistics it IS essential to bear m mind that the 
imports into Great Britain from the Empire consist largely 
of raw materials and food grains The markets for raw 
matenals are much less competitive than those of manu- 
factured goods In other words the raw matenals and 
foodstuffs produced withm the Empire or else^^here can 
find a relatively free market both amongst the units of the 
Empire as well as m the foreign countnes The case with 
manufactures is radically different, the markets for manu- 
factured goods are relatively more restncted and competi 
tion ts mcreasmg This is particularly true of Bntish 
manufactures This important feature must be kept m 
view while analysing the benefits accruing to the different 
parties to the agreements 


Another important pomt to be remembered is the nature 
of the protectionist pobcy followed by Bntain smce the 
Ottawa Agreements Bnlam has been foBcrwing a most 
imeconomic protectionist policy, unparalleled m her history 
Some of the most mefficient mdustnes are bemg protected 
at the cost of the general taxpayer But it is significant to 
note that Bntam while ioUowmg a policy of unqualified 
protectionism at home, has denumded from her Dommions 
and Colonies that they shall extend protection only to those 
mdustnes which are reasonably assured of opportumties of 
success. As a result of this policj of extreme protectionism, 
the Empire countnes have not been able to share the Bntish 
market adequately Besides a part of the share they have 



340 


MODERN COMMERCIAL POLICY 


obtained m the British market is due to the diversion, under 
preference, of trade from the non-Empire countries ‘ 

Diversion of Trade. — The most serious defect of these 
trade agreements is the artificial diversion of trade they 
have led to The analysis of Anglo-Canadian trade has 
shown this * Immediately after the negotiation of the 
agreements this general tendency became conspicuous A 
detailed analysis of the quality and value of each indivi- 
dual article, after making due allowance for other forces, 
would show the precise character of diversion Commercial 
discrimination normally leads to artificial division of trade 
The working of Ottawa trade agreements has corroborated 
tins statement With the general recovery and improvement 
in trade this tendency has become a little less conspicuous 
Further, the adjustments m the structure of industries have 
partly helped to neutralise the effects of preference The 
indications are not Jacking of preference having exhausted 
its force in the case of certain articles In the preceding 
analysis of Canadian imports, general trends in this direc- 
tion have been noted 

At this stage a few more details about the diversion of 
trade may be noted, by way of illustration In the case of 
cotto:j goods the diversion is very conspicuous The imports 
of British cotton piece-goods into Canada increased from 
about $4m in 1932 to $7m m 1935 36, while the imports from 
the USA fell from $5m to $2m Similarly, South Africa 
increased her purchases of British cotton piece-goods and 
reduced her purchases from foreign countries The imports 
of woollen piece-goods from UK rose, while those from 
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foreign countnes declined. The trade with Australia, New 
Zealand, South Africa, etc., shows similar tendenaes 

In the British marlLets, likewise, the Empire coimtnes 
ha\ e gamed at the cost of foreign countries. For instance 
the imports of meat other than pig from Empire countnes 
rose from £I8m. m 1931 to £20in. m 1935, while those from 
foreign countnes fell from £35.5m. to £ 22.6m. The imports 
of Empire bacon and ham mcreased from £1 7m. m 1931 to 
£5 8m. m 193o while the foreign imports fell from £34.6m 
to £24 6m. 

Thus, the Ottawa Agreements have restncted world 
trade* and created fresh complications m modem commer- 
cial policy The repercussions of the Agreements have made 
it abundantly clear to the sponsors that something must 
be done to remoi e their defects For instance, the Canadian 
Akgreement in its working showed that Canada’s trade with 
the UBA. was bemg penalised under the discriminatory 
tanS treatment and that it was m her mterest that the 
situation should be eased. The other Dominions and 
Colomes have also leamt by esrpenence the economic and 
political implication of the Scheme Fortunately Canada 
gave a lead by modifymg the agreement 
The Anglo-Canadian Trade Agreement of 1937. — The re- 
vised Trade Agreement between Canada and the Umted 
Kmgdom, signed at Ottawa on the 23rd Ferhrary, 1937, 
marks an important step in the direction of free trade It 
IS distmctly more liberal than the agreement of 1932. A 
great deal of credit for this measures goes to Mr Mackenzi® 
Kmg The Oanaf^ian government have reduced import 
duties on a long list of British goods, mcludmg many 
important Imes of cotton and woollen textiles, chemicals, 
iron and steel and machmery, etc. The reductions affect 
about 15<i items, and. sub-itema, craverm-g abou-t cent, 

of Bntish imports. The United Kmgdom ha*; also offered 
reductions, but their scope is very much restricted. Further, 
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Canada has transferred a large number of important tariff 
items from the list of those on which a margin of British 
preference is guaranteed to the list of those on which a 
maximum rate of preferential duty is guaranteed The 
United Kingdom, m return, gives merely a pledge to mam- 
tam minimum margins between the general and preferen- 
tial tariffs This puts a serious obstruction m the way of 
the lowering of trade barriers 
The most important feature of the Anglo-Canadian 
Agreement is not what it contains but what it omits The 
new pact omits the undertakmg Canada had given m the 
Agreement of 1932 that she would give tariff protection 
only to those mdustnes which were reasonably assured of 
sound opportunities of success, and that protective duties 
xvould not exceed a level that would give U K producers 
full opportunity of reasonable competition, on the basts of 
the relative costs of economical and efficient production, 
subject to special consideration for infant industries This 
omission is a sign of roost practical and sane economic 
policy It has already been shown that such a pledge, which 
IS one sided has limited practical utility To this must be 
added the difficulties of assessing “relative costs of econo- 
mical and efficient production *' The hopes of those who 
believed that the pledge would check the growth of pro- 
tectionism in the Dominions were falsified 
The new trade agreement has a clause against dumping 
Barrmg these changes the new pact has preserved some 
of the objectionable features of the agreement of 1932 The 
changes are largely in matters of detail Except for the 
minor revision of tariffs and the omission of the undertaking 
affectmg the protection of domestic industries in Canada, 
the essential features have been scrupulously kept intact 
For instance discriminatory preferential tariff treatment is 
contmued, and the Empire markets are still double-locked ’ 
The guarantee of rnmimum margin of preference is pre- 
served, which limits the scope for reciprocal reduction in 
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tariffs in commercial treaties with foreign countries and 
perpetuates discrimination The principle of quantitatne 
restrictions also remains This agreement was further 
rcMsed in matters of detail m 1938 

LfCt us now state the conclusions which emerge from the 
preceding sur\ey 

1 The Ottawa Trade Agreements have raised rather 
than reduced tariff barriers on world trade 

2 The discriminatory and exclusive tariff treatment has 
led to uneconomic diversion of world trade Of such a 
policy economic autarky is the most obv lous result 

3 The guarantee of a minimum margin of preference 
has perpetuated discrimination and sealed the scope for 
reciprocal tariff reductions with foreign countries In fact, 
It has sealed the possibilities of improvement m intcma* 
tional economic relations 

4 The adoption of the quota system for regulating 
imports into Britain has intensified non tariff trade barriers 
and reduced world trade 

5 The most important step m the direction of freer 
world trade would lie for Britain to give the lead bj aban- 
doning the policy of Imperial Preference and economic self- 
'ufficienej as embodied in agricultural protectionism 
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BRITISH COMMERCIAL TREATIES 

That Great Britain gave up her traditional policy of free 
trade has been shown in the preceding chapter Although 
Britain adopted protectionist policy avowedly as a 
bargaining weapon for lowering trade barriers m other 
countries, she has gradually developed it into a system 
and an essential feature of her trade policy In this process 
of transition, the Ottawa Trade Agreements constitute an 
important link The agricultural policy formulated for 
protecting the British farmer, and the trade agreements 
negotiated since then have strengthened the protectionist 
system in Great Britain ‘ This definite turn of British 
commercial policy from free trade to piotectionism has 
been a very powerful force in stimulating the growth of 
economic nationalism The future of commercial policy 
and world trade largely depends upon the lead that 
advanced countries like Britain and the United States may 
give In the following pages an attempt will, therefore, 
be made to examine the structure of British commercial 
treaties, other than the Ottawa trade agreements, and their 
effects on world trade 

Quota Provisions m the Commercial Treaties — Quotas 
constitute the most significant feature of the new British 
commercial policy Not being satisfied with the aggressive 
tariff protection, Britain has restored to quota restrictions 
as a more prompt and effective method of regulating the 
movements of international trade The experience of 
France had made it abundantly clear that quotas could be 
effectively used for a prompt adjustment of balance of 
trade That the economic development during the post- 
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war period had created new problems for British trade and 
mdnstries has already been pointed out To meet the new 
situation, a radical reconstruction m the industrial struc- 
ture was imperative The reconstruction was, however, not 
easy to effect To the difficulties created by the vested 
mterests must be added those due to abnormal conditions 
arising out of the depression and its aftermath Besides 
the British Government was not prepared to shoulder the 
responsibilities of this huge task, which nught have easily 
thrown the party attempting it out of power And y et the 
foreign markets for British goods had to be developed and 
trade mcreased With the minimum dislocation to the 
mdustrial structure, British trade and mdustnes had to be 
encouraged under the protectionist system. Tariffs were 
being gradually raised m order to provide bargammg 
power Impenal preference had been developed and per- 
fected into a system at Ottawa The commercial treaties 
negotiated thereafter with foreign countries are based on 
the prmaple of bilateral balancing of trade, i “buy from 
those who buy from you" The quotas were foimd most 
convement and effective m achieving this objective 

Bntam has used quotas for protectmg the domestic 
farmer and encouraging British exports, particularly coal 
Imparts of certain agricultural commodities mto Great 
Bntam have been restricted to protect the Bntish farmer 
The trade agreements contain definite and detailed provi- 
sions to that effect 

The Ottawa Trade Agreements, as noted m the precedmg 
chapter, contam specific provisions envTsagmg the con- 
tmgency of quantitative restrictions of certain imports 
For a period of three years no quantitative restrictions 
could be imposed on the imports from the Empire countnes 
of eggs, poultry, butter, cheese and other millf products 
At the expiration of three yearn, however, the British 
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Government was free to impose restrictions in consultation 
with the Dominion Governments, including quotas, “ if 
necessary in the interest of the U K producers" Thus, 
it IS dear that Bntain had already a definite scheme of 
fostering the growth of British agriculture before it went 
to Ottawa, and quantitative restrictions were an integral 
part of this policy "nie Ottawa agreements merely 
guaranteed a temporary immunity to Dominion produce in 
return for substantial and tangible concessions 

Thereafter the Bntish Government negotiated trade 
agreements with a number of countries Some of these 
agreements contain quota provisions, affecting both imports 
and exports The quotas regulating foreign imports into 
Britain may be broadly subdivided into two kinds In 
some cases, specific minima of imports have been guaran- 
teed, while m others there is a general assurance of most- 
favoured-nation treatment affecting quota regulations The 
general structure of quota mechanism has already been 
examined^ In the present chapter, therefore, the quota 
provisions of the Bntish trade agreements will be analysed 
in detail to find out their effect on world trade 

Trade Agreement with Denmark — ^The Agreement JS 
sufficient The quota provisions are laid down m con- 
siderable detail. As regards the agricultural imports the 
Bntish Government undertook not to regulate the quantity 
of the imports of bacon ham eggs or cream from Denmark, 
except in so far as might be necessary to secure the 
effective operation of a scheme or schemes for the regu- 
lation of the marketing of domestic supplies of these pro- 
ducts In the event of such regulation of imports being 
introduced in the case of all or any of these products, the 
following provisions shall have effect in so far as they 
might be applicable 

In making allocanon to the several foreign supplying 
countries, the British Government will take into considera- 
tion the position which Denmark has held in recent years 
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as a supplier of these products to the British market In 
particular, for bacon and ham, the Danish allocation will 
not be less than 62 per cent of the total permitted imports 
from foreign countnes For butter, the Danish allocation 
will not be less than 2,300,000 cwts in a year If the total 
imports of butter ate allowed to exceed 8,100,000 cwts in 
any year, Denmark will be allocated her share of the 
imports in excess of that amount For eggs, the Danish 
allocation shall not be less than 5i million great hundreds 
m any year subject to, however, the undertaking that if 
some greater reduction m the total imports from all foreign 
countries than is compatible with this quantity should be 
essential to secure the maintenance of a remunerative 
level of pnces, the British Government may, after consul- 
tation with the Danish Government, reduce the imports 
of eggs from Denmark below 5i million great hundreds 
But the Danish allocation will m no case be less than 38 
per cent of the total permitted imports from all foreign 
countries For cream, any reduction that may be neces- 
sary m the quantity of imports from Denmark shall be 
effected as gradually as possible 

In case the total quantity of any of the aforesaid products 
permitted to be imported into the U K. from foreign coun- 
tries IS increased during the period of regulation, addi- 
tional allocation wUl be made to Denmark, but any 
temporary mability on the part of Denmark to supply the 
whole or a part of any such additional allocation will not 
prejudice the undertakings given above as regards any 
subsequent period In case any other foreign supplymg 
country renounces or forfeits, m whole or m part, its 
allocation of any of the aforesaid products, the Damsh 
allocation will be mcreased proportionately 

Further, the British Government agreed not to regulate 
the imports of dried fish or of salmnix, s/»a 'ir 

fresh water fish from Denmark In case imports of other 
vaneties of fish are regulated, they would be subject to 
following conditions In making allocations to the several 
foreign supplymg countries the British Government will 
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take into consideration the position v/hich Denmark has 
held during recent years as a supplier of these products 
to the British market The total quantity of fresh and wet 
salted fish permitted to be imported from Denmark will 
not be less than 412,000 cwts in any j'ear, erclusive of 
any salmon, sea trout, eel or fresh water fish. Of the 
mi niTnuTn permitted total of 412,000 cwts not less than 
20,000 CTrts will consist of wet salted fish 

Argentine Trade Agreement, — Argentine has been an 
important supplier of beef to U K In the dnve to preserve 
the market for the domestic producer, and commercial 
bargaining for securing better opportunities m foreign 
markets for Bntish goods, the imports of Argentine beef 
into the British market v/ere the subject matter of a trade 
agreement ’ The Bntish Government agreed not to impose 
any restnction on the imports of chilled beef into the U K. 
from Argentine m any quarter of the year below the 
quantity imported m the corresponding quarter of the 
year ended the 20th June. 1932, except v;hen necessary to 
secure a remunerative level of pnces m the Bntish mar- 
kets These restrictions w ill be removed if it appears that 
the Argentine imports thus excluded are bemg replaced 
by increased imports mto the Bntish market of other kinds 
of meat with the result of neutrahsmg the desired effect 
on pnces Further, the Bntish Government will not reduce 
the imports of chilled beef from Argentme to an amount 
more than lO per cent below the quantity imported m the 
years ended the 30th June. 1932, unless the imports from 
other countnes are also reduced. 

Article I of the nev/ Trade Agreement with Argentine,* 
signed on December 1, 1936 provides that in the e\'ent of 
imports of meat from foreign coimtnes being regulated the 
imports of meat from Argentina will not be I'^ss than those 
specified m the first schedule Thus, m the case of chilled 
beef, the minimum quantity to be imported from Argen- 
tina in 1937 was that of 1935 less by 238,700 cwts In each 
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of the succeeding years 1938 and 1939 the tmninium 
quantity imported was reduced by 138,700 cwts But m 
1939 the imports from Argentina were not to be less than 
6,590000 cwts For frozen beef the minimum, annual 
quantity agreed upon is not less than 5 6 per cent of 
cinrent imports of chilled beef and frozen beef from 
Argentma For canned beef and pork, the minimum annual 
imports from Argentma were fixed at 60a 600 cu-ts and 
186 800 cu'ts, respectu’eh The imports of mutton and 
lamb not present ed m air tight contamers, were to be 
886 000 cwis m 1937 and 797 400 cwts. m 1938 

Trade Agreement with \or\ray — ^The exports of fish from 
Rornay to U K. are important The Trade Agreement 
therefore lajs down a definite minimum below which the 
imports shall not fait Under the Agreement the British 
Government agreed that in the event of quantitative legu 
lation bemg applied to the imports of fish into the United 
Kingdom the imports of fish from Komay shall not be 
restneted so as to be m any one year less than 240 000 cwts. 
in respect of fresh herrings. The above mentioned quan 
titles are exclusiv*e of any salnson, trout and eel the imports 
of which will not be subject to quantitative regulation. 

Anglo Swedish Trade Agreement. — ^The Trade Agreement 
with Sweden contains similar quota provisions In the 
case of imports of butter and fish definite minima are pro- 
vided, if imports are subjected to quantitative restrictions. 
The British Gov eminent agreed not to regulate the quan 
tit> of the imports into the U K. of Swedish bacon, ham, 
butter and eggs, except m so far as such regulation may 
be necessary to secure the effective operation of schemes 
for the regulation of the marketmg of domestic supphes of 
these or related products In the ev ent of such regulation 
bemg introduced the Bnlish Government agreed to allot 
to Sweden “ an equitable share of permitted foreign 
imports,’ having regard to the proportion of total foreign 
imports of those products which has been suppbed by 
Sweden m recent years. Allocation to Sweden will be 
made on the same basis as in the case of other foreign 
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countries In regard to butter, the allocation to Sweden 
will not be less than 385,000 cwts in any year If the 
total imports of butter mto U K are allowed to exceed 
8,100,000 cwts in any year, Sweden will be allowed “ an 
equitable share " of the imports in excess of 8,100,000 cwts 
In case the British Government thought of regulating at 
any time the imports of fish into the U K , the Swedish 
imports will not be less than 43,000 cwts , m any year, 
exclusive of eels and fresh water fish The imports of eels 
and fresh water fish from Sweden will not be subject to 
any restriction 

From the foregoing illustrations it will be seen that the 
British Government gives an undertaking not to impose 
quantitative restrictions, except m so far as it may be 
necessary to facilitate the marketing of agricultural pro- 
ducts m the U K The proviso is sufficiently wide to 
neutralise the utility of the guarantee clause It is a 
shrewd move to provide the semblance of free trade, the 
freedom of action withm a fairly wide field remains unfet- 
tered The guarantee of a definite quantitative minima 
violates both the letter and the spirit of the Most-Favoured- 
Nation-Clause It amounts to discrimination The com- 
plications and restrictive effects of such a policy are 
obvious 

In the British trade agreements, as can be seen from the 
foregoing illustrations, there is an undertaking to allot “ an 
equitable share ” in case the imports into Britain are sub- 
jected to quantitative restrictions The equitable share 
js determined on the basis of imports in recent years from 
the countries concerned For instance, under the trade 
agreement with Estonia > the British Government agreed 
not to regulate the quantity of imports mto the U K of 
Estonian bacon, hams, butter, or eggs, except for facilitating 
the marketing of domestic suppLes of these or related pro- 
ducts In case such regulation is introduced Estonia will 
be allotted “an eq^uitable share” having regard to her 
supplies m recent years 
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This form ol quota restriction is more in keeping with 
the requirements of the Most-Fa\oured-Nation Clause and 
provides equality of treatment * But so long as the quota 
regulations are not determined by the reasonable economic 
requirements of the country imposing them and some 
countries are guaranteed specific minima, the equality of 
treatment ceases to exist Under such circumstances, the 
guarantee of most-favoured-nation treatment provided in 
the agreements has limited utility 

Quotas for British Coal — In return for the quota con- 
cessions accorded to foreign imports mto the British mar- 
ket, Bntam has acquired substantial foreign markets for 
British coal Several countries haie agreed to accord a 
definite percentage of their market for British coal The 
following table gives u$ an idea of the nature of quota 
concessions secured by British coal m foreign markets 


Country 

Share ot the telal n 

Denmark 

80 per cent 

Norway 

70 per cent 

Sweden 

47 per cent 

Ireland 

77 per cent 

Finland 

75 per cent 

Uthuanla 

80 per cent 

Estonia 

85 per cent 

Latvia 

70 per cent 


Under the protocols the British Government has reserved 
the right to terminate the agreements upon three months 
notice if in any one year the amount of Bntsh coal 
imported by these countries is less than the share agreed 
upon The agreements, however, will not be terminated 
if, during the period between the date when notice of 
termmation is given and the date of its taking effect, quan- 
tities of British coal imported by the countries concerned 
are sufficient to make good the deficiencj The specific 
percentage agreed upon sa\ours of discrimination Besides, 
the commercial policy based on such agreements is apt to 
be uncertam m its contmuity. 
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Tariff Quotas — Some trade agreements contain tariff 
quoias * For instance, the Government of Finland agreed 
to permit a fixed contingent of salted herrings at reduced 
duties on the following conditions 

(a) During the first year a total quantity of 1 410 000 kilo- 
grammes at a duty of 50 per cent per kilogramme 

(bl For each subsequent year a total quantity of 2 600,000 
kilogrammes at a duty of 1 Fmk per kilogramme 

(c) Of the quantities allowed entrance at reduced duties, the 
quantities allotted to United Kingdom will be calcu' ' 
on the basis of the British share in the total impor 
salted herrings into Finland for ten years 1923 32 

Guaianfecs against Quota Iteslrjctions~The more va 
able parts of the quota provisions contained in the tra 
agreements are those which lay down that in respect t 
certain articles the parties will not resort to quantitativi 
restrictions For instance the trade agreement with 
Argentine Republic"’ provides that no quantitative limita- 
tions shall be established on imports into the UK of 
Argentine articles enumerated m the Second Schedule 
The articles enumerated are wheat maize linseed, bran 
and pollards sharp and middlings raw wool unrefined 
tallow, raw horse hair, sausage casings que branch extract 
melons, etc Further, in case quantitative restrictions are 
imposed on articles not enumerated m the First and 
Second Schedule, Argentine will be accorded most-favour- 
ed nation treatment Similar provisions are found m a 
number of other trade agreements It is needless to add 
that these guarantees provide invaluable security against 
sudden and discriminatory changes in the future course 
of commercial policy Of course, under normal economic 
conditions these assurances would lose much of Iheir im- 
portance, for the obvious reason that quotas, whatever 
their form restrict world trade and economic prosperity 

Thus it will be seen that Bntam has achieved only a 
fimitecf success in the reduction of quotas In this con- 
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nection the achievements of the reciprocal trade pobcy of 
the United States are more outstanding and valuable This 
IS due to the difference m objective guiding the commer- 
cial policy m the two countries The American trade 
agreements programme, based on equality of treatment, 
hcis succeeded m its attack on quantitatue trade restric- 
tions, though the results would have been much better if 
other countries had also taken up a more liberal attitude 
Britam, on the contrary, is using quantitative restrictions 
for obtammg exclusive advantages in foreign markets A 
country which tries to stimulate trade by discriminatory 
advantages helps to raise trade barriers instead of reducing 
them 

Bilateral Trade Balancing — The quota and other instru- 
ments of commercial policy have been used for bilateral 
balancmg of trade Great Britam has used the bargaming 
advantage accruing from her unfavourable balance of trade 
ivith foreign countries for stimulating British exports 
This has meant the displacement of foreign suppliers in 
these markets by the British goods The goods thus dis- 
placed have intensified the competition uith British goods 
m those markets where Britain does not possess th** bar- 
gaining advantage of unfavourable trade balance The 
trade agreements contam specific provisions encouraging 
the bilateral balancing of trade For instance, the Protocol 
to the Anglo-Latvian Trade Agreement provides as follows 

“ The contracting Governments having concluded the Com- 
mercial Agreement In the desire to maintain and facilitate still 
further trade and commerce between the Umted Kingdom and 
Latvia, undertake to keep Id view the balance of trade between 
the Umted Kingdom and Latvia and the Latvian Government 
having regard to the proportion of Latvian exports finding a 
market In the United Kmgdom recognise that in furtherance 
of the objects of the Agreement the sales In Latvia of goods the 
produce or manufacture of the United Kingdom should be 

Similar provisions are found in the trade agreements 
with Finland, Lithuania, Estonia Latvia, etc These pro- 
nsions have distorted the rtiangular channels of trade 
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No wonder, therefore, that during recent years multilateral 
trade has rapidly declined At the same time there has 
been a marked increase in bilateral trade. This is largely 
due to trade diversion That distortion of the normal 
channels of trade has proved uneconomic is too obvious 
to be dilated upon 

Reciprocal Tariff Concessions. — It has been shown that 
the reciprocal trade agreements programme of the United 
States has faced the problem of demobihsation of trade 
barriers Although the progress in the reduction of tariff 
barriers has not been sufficiently rapid, the programme 
marks a valuable step in the right direction The sponsors 
of protectionism in Bntam had pleaded that they wanted 
it for loweruig down world trade barriers The Ottawa 
Trade Agreements raised world trade barriers, instead of 
lowering them. Now, therefore, we have to ascertain how 
far other trade agreements negotiated by Britain have 
contributed towards the demobilisation of trade barriers 

The Trade Agreements provide that “ The articles enu- 
merated m Schedule to this Agreement produced 

or manufactured in the United Kingdom from whatever 
place arriving shall not on importation mto 
be subjected to duties or charges other or higher than 
those specified in the Schedule” This undertaking con- 
tained in most of the trade agreements implies both reduc- 
tion in duties and stability of tariffs Dunng the tenure 
of the trade agreement duties on the articles specified in 
the Schedules attached thereto cannot be raised Further, 
the scope for the reduction of customs barriers is not m 
any way limited The tariff concessions are broadly of 
three types, reduction m duties, consolidation of these 
reduced duties, and assurance against transfer of articles 
on free list to dutiable list 

An analysis of the Schedules attached to the trade agree- 
ments reveals the difference on the nature of tariff conces- 
sions accorded m individual cases The tariff concessions 
offered m mdvidual trade agreements have been determined 
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by the height of tariff barriers raised, the nature of other 
trade-control measures, the number of articles imported 
and their quantum, the balance of trade between the 
countries concerned, their bargammg strength, and the 
nature of economic policy pursued Naturally the countries 
which had fairly moderate tariff barriers, could offer rela- 
ti\ely less substantial duty reductions as compared with 
those which had raised their tariffs to excessive and pro- 
hibitive heights Similarly, the countnes which made 
frequent and extended use of more effectiv e non-tariff trade 
control measures, and used customs tariffs sparingly, could 
not offer any significant tariff reductions In other words, 
the tariff levels, m view of the emergence of the non-tariff 
trade control measures, cannot, if taken m isolation, be a 
true guide of the nature of modem commercial policy 
For instance, France has used quotas more frequently and 
extensively than tariffs with the result that tariff level 
has remained moderate, and the duty reductions are con- 
sequently less striking In all such cases tariff reductions 
have played a relatuely moderate role 

Valuable tariff reductions have been obtained as a result 
of the new' trade agreements But the duties fixed under 
the agreements, still, contmue to be fairly high Besides, 
it IS difficult to determine how far the reductions are 
genuine, because frequently tariff-padding has been resorted 
to as an aid to commercial bargammg Bntam is not free 
from blame in this respect Further, the spint of economic 
nationalism is strong and an earnest attempt for reducmg 
trade barriers is lacking Political msecunty and economic 
imperialism are at the root of the trade barriers Under 
these circumstances, therefore, the reductions obtained 
under the trade agreements maj be taken to be the best 
available palliatives 

Exchange Provisions,— The circumstances which led to 
Vfie tasmtegratiDn oi the international monetary mecYiarasm 
have been alreadj noted. The gaps in the balance of 
payments of several countries, caused thereby, presented 
serious problems For the debtor countries the most ob\nous 
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solution was either to introduce exchange control or resort 
to currency depreciation, or a mixture of both They 
resorted to exchange control m order to maintain the 
external purchasing power of their currency This they 
could do only by isolating their national cost and price 
structures from international influences That exchange 
control restricts the flow of international trade by regu- 
lating the means of payment has already been shown in 
the preceedmg section Exchange control implies differen- 
tial treatment of imports ignoring entirely the essential 
economic basis of world trade The principle of compara- 
tive costs IS conTpletely thrown overboard That the 
effective utilisation of world’s economic resources has been 
considerably obstructed by these measures is accepted 
Anglo- Argentine Convention —The British trade agree- 
ments also contain exchange provisions The Anglo- 
Argentine Convention signed on 1st May, 1933, is signifi- 
cant At the end of 1932 m Argentina the accumulated 
funds awaiting remittance abroad amounted to about $400 
million pesos (paper) The situation became still worse 
during 1933, when the amount of available exchange fell 
short of requirements by about $250 m All funds await- 
ing remittance before 1st May, 1933 (or before 1st February 
1933, in the case of imports) were held to be blocked for 
all countries alike To obviate the exchange difficulties, 
thus created, the Anglo Argentine Convention provided 
that whenever any system of exchange control is m opera- 
tion m Argentina, the full amount of the Sterling exchange 
arising from the sale of Argentine products in the United 
Kingdom, after deduction of a reasonable sum annually 
towards the payment of Argentine’s public external debts, 
will be available for current remittances from Argentine 
to the U K Further the Argentine Government agreed 
that out of the sterling exchange thus becoming available, 
the sterling equivalent of $12m paper pesos will be set 
aside for payment in cash of claims in respect of peso 
balances awaiting on the Jst May, 1933, for remittance to 
the United Kingdom The Argentine Government also 
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agreed to issue Sterling Bonds m exchange for the peso 
balances awaiting remittance to the U K. after exhaustion 
of $12m. paper pesos These bonds will be issued at par, 
will carry a rate of interest at 4 per cent per annum and 
will be repayed within 20 years, repayment beginning after 
five years * 

The successful working of the convention reduced the 
mcubus of frozen balances and provided the Argentme 
Treasury liquid funds at a fairly low rate of interest 
Therefore the Argentine Government offered to issue bonds 
under similar but slightly less favourable conditions to 
holders of blocked balances awaiting remittance to other 
countries The agreements were accordingly entered into 
which Belgium, Holland, Switzerland, Germany, etc 

Thus, the Anglo-Argentine Convention makes it clear 
that the ability of a country to pay its public or trade debts 
depends upon the willingness of the creditors or exporting 
countries to accept its goods m discharge of their claim 
The problem of blocked balances and frozen claims arose 
out of the unwiUngness of the claimants to accept their 
payments in goods The blocking of the channels of mul- 
tilateral trade have created transfer difficulties The 
exchange provisions of the trade agreements constitute an 
attempt to mimimse the waste of economic resources under 
present abnormal conditions by bilateral balancmg of trade 
between pairs of countries That this is essentially a 
compromise can hardly be denied It is an expedient to 
tide over the difiiculties created by the economic and poli- 
tical conditions of the modem world Exchange rationing 
can never provide a stable basis for world trade 

Anglo-Argentine Trade Agreement.— This Agreement 
signed on December 1, 1936, renews the exchange re- 
gulations Article IV provides that whenever any system 
dl exdnange control is in operation in Argentma, the 
Argentme Government will make available, for the pur- 
pose of meeting applications for current remittances from 

1 \1d» B T J, 11 s-im p T*» 
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Argentine to the U K , the full amount of sterling exchange 
arising from the sale of Argentina products fn the United 
Kingdom, after deduction of a reasonable sum annually 
towards the payment of the service of the Argentine public 
external debts payable in countries other than United 
Kingdom * 

Anglo-Turkish Trade Agreement — The Anglo-Turkish 
Trade Agreement ® signed at Angora on June 4, 1935* 
contams very important exchange provisions Article VI 
provides that the undermentioned sums due from persons 
m Turkey to persons m the U K will be deposited m 
Turkish pounds on due date m a special account at the 
Central Bank of Turkey (a) the balances remaining to be 
paid under the exchange of notes of April, 1935, (b) sums 
due in respect of British goods imported into Turkey before 
May 15, 1935, and those imported after May 15 1935, and 
before this Agreement comes into force, and (c) sums due 
m respect of British goods exported to Turkey after coming 
into force of this agreement The sums in Turkish pounds 
thus deposited will remam blocked in favour of persons in 
the United Kingdom entitled thereto until they are trans- 
ferred to the creditors Any difference of exchange 
beween the day of deposit and the day of transfer will be 
borne by the debtor 

Article VII provides that all sums due from British 
importers to Turkish merchants in respect of Turkish goods 
will be payable in sterling on the due date to a bank in 
the U K specified by the Central Bank of Turkey, and will 
thereupon be credited to a special non interest bearing 
account, called, the " Sterling Account, ’ to be opened by 
the Central Bank of Turkey at that bank The Turkish 
Government will do their best to secure that any such sums 
which are paid durect to persons m Turkey will also be 
credited to the Sterling Account The Turkish Govern- 
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ment, however, will not be liable for any loss arising out 
of differences of exchange between the date of payment 
of any sum and the date it is credited to the Sterhng 
Account Of the sum received m the Sterling Account, 
70 per cent will be transferred to a sub-account A and 
the remainmg 30 per cent to a sub-account B The sums 
referred to in Article VI will be transferred in sterlmg 
to the British merchants entitled thereto m the chronolo- 
gical order of their deposit, and withm the limits of the 
sums available m sub-account, A The sums transferred 
to sub-account B will be at the free disposal of the Central 
Bank of Turkey 

The Anglo-Turkish agreement alos contains provisions 
for private compensation transactions between the British 
and Turkish subjects The articles m respect of which 
private compensation transactions are permitted mclude 
carpets, kilems, dried vegetables eggs, fresh fruits, gum, 
tobacco, vegetable colouring matenals and wines and spirits 
In respect of each one of such transactions the fob value 
of the U K goods imported into Turkey will not exceed 
70 per cent of the fob value of the Turkish goods im- 
ported mto the U K. The balance of 30 per cent will be 
payable by the persons in the U K concerned into the 
sub-account B, referred to m Article VII of this Agreement 
Such private compensation transaction will be subject to 
any quantitative restrictions on imports which are or may 
be imposed 

Anglo-Uruguay Trade Agreement — ^The trade agree- 
ment with Uruguay,^ signed m 1935, deals with the hquida- 
tion of sterlmg assets “frozen” m Uruguay and the 
allocations of sterling to meet the U K requirements in 
the future The United Kingdom funds frozen m Uruguay 
are to be liquidated by payment of 30 per cent of each 
claim m cash and by the issue of 3J% five-year sterling 
bonds m respect of the balance As regards future 
exchange requirements the Uruguayan Government agreed 
to make available for United Kingdom requirements each 
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monxh a quota of exchange equivalent to at least 76 per 
ceni of the value of the U K imports to Uruguayan 
products during the last month but one, as recorded in the 
British trade statistics It is further provided that for each 
complete period of twelve months the exchange quota must 
be not less than 80 per cent 
From the foregoing analysis it will be seen that exchange 
provisions were incorporated into some of the trade agree- 
ments m order to liquidate frozen claims and provide 
greater scope for British exports The exchange difficulties 
experienced by the debtor countries and their inability to 
ensure prompt repayment of trade and capital debts were 
in no small measure due to the reluctance on the part of 
the creditor countries to receive payments in goods The 
provisions outlined above make it abundantly clear that 
Britain as a creditor country recognised the necessity of a 
change in the policy, though late, which had endangered 
world trade Considerable damage had already been caused 
to the normal flow of trade by the faulty attitude adopted 
by the creditor countries The change in policy is, how- 
ever, based on mere expediency and still ignores the funda- 
mental basis of international trade It amounts merely to 
a make-shift arrangement for liquidating the past commer- 
cial and non-commercial indebtedness and maintaining the 
flow of trade In the days of narrow economic nationa- 
lism the recognition of the principle that international 
trade is essentially barter augurs well for the future of 
world trade But another equally important principle that 
awaits recognition is that international trade is triangular 
Until the second principle is recognised the flow of trade 
will be retarded It is essential to note that the under- 
takings contained m the agreements that the full amount 
of sterling exchange arising from the sale of goods in 
Britain, after a reasonable deduction towards the payment 
of other foreign debts be made available to meet the cur- 
rent British requirements is apt to restrict the flow of world 
trade in the long run It is evident that Britain has used 
her bargaining power as a large scale purchaser of Argen- 
tine products, to ensure a direct payment of trade and 
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capital debts to her There is thus a definite swing from 
a triangular to bilateral balancing of trade Under the 
new arrangement, therefore, other countries are apt to be 
adversely affected, for Argentine will have to restrict her 
purchases from other countries The Umted States of 
America, m particular, will feel the adverse effects of the 
discriminatory treatment accorded under this agreement 
Of course. Great Britain is not alone to blame for dis- 
torting the channels of trade, other coimtries have their 
share Britain, France and the USA could have, how- 
ever, given, m time, proper lead in the direction of freer 
world trade 

Besides, such an arrangement is not m keeping with the 
spirit of the Most-Favoured-Nation Clause, it savours of 
discrimination The ear-marking of the full amount of 
sterling exchange for meetmg British claims amounts to 
discrimination m favour of British claimants Accepting 
the triangular basis of world trade, the most-favoured- 
nation policy requires that the British creditors, commer- 
cial or non-commercial, must rank on the same footing as 
those from other countries No preference or discrimina- 
tion may be shown. The Most-Favoured-Nation Clause, 
therefore, is shorn of its significance by these exclusive 
and discriminatory arrangements which have complicated 
international economic relations For instance, under the 
Anglo-Argentine Commercial Convention “ the Argentme 
Government undertake that in no event shall applications 
for exchange for remittances to the Umted Kingdom, 
whether in respect of peso balances or of current transac- 
tions, be less favourably treated than similar appbcations 
for exchange for remittances to any other country” This 
is an undertaking for accordmg equality of treatment m 
respect of claims of exchanges But the pledge* loses its 
importance when we recall the clause which provides that 
Vne iuD amount ol sterling exchange shall he made avail- 
able exclusively for meetmg the British claims Bntain 
ought to have adopted the policy of equality of treatment 
m the allocation of exchanges 
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It IS significant to note that m some trade agreements 
Britain has got an undertaking from foreign countries not 
to impose any tax on foreign exchanges required to pay 
for British goods and services For instance, under the 
Anglo-Latvian Trade Agreement the Latvian Government 
declare that they have no intention of imposing a tax on 
purchases of foreign exchange required for the purposes of 
payments m respect of goods imported into Latvia from 
the United Kingdom or of payments due to United King- 
dom shipping interests The British Government has 
reserved the right of terminating the agreement at three 
months’ notice if any such lax is imposed This clause is 
a distinct and valuable conlnbulion towards the reduction 
of trade barriers 

Most-Favoured-Nation Clause.— The British attitude 
towards the Most-Favoured-Nation Clause has recorded 
a marked change during the recent years That Britain 
has imposed substantial tariffs on a wide range of com- 
modities and formulated an extensive system of Imperial 
Preference at Ottawa has been shown Though technically 
recognised as exceptions, the network of preferences 
amounts to de /acto discrimination and is greatly respon- 
sible for the present wave of economic insanity Similarly, 
fairly high import duties imposed on an extensive list of 
British imports have given a remarkable spur to higher 
tariff levels in other countries In this race of trade bar- 
riers, the most-favoured-nation policy has received a serious 
setback No wonder, therefore, that other countries are 
not prepared to accord unconditional most-favoured-nation 
treatment to protectionist Britain, reciprocity has become 
the rule 

Britain has, accordingly, modified its attitude towards 
the unconditional Most-Favoured-Nation Clause Explain- 
ing the British policy, Mr Runicman has said “ Countries 
entitled under existing treaties to most-favoured-nation 
treatment will enjoy the benefits of any reductions which 
are accorded by the arrangements now being negotiated 
with other foreign countnes, and they will certainly not 
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be prepared to continue indefinitely to accord full most- 
favoured nation treatment to countries which show them- 
selves unwilling to meet the reasonable requirements of 
this country, in regard to the treatment of United King- 
dom goods ” Thus, British policy m negotiating commer- 
cial treaties since 1933, has been to accord most-favoured- 
nation treatment on the basis of reciprocity The British 
Government has approached individual countries for reci- 
procal concessions, mstead of introducing the M F N 
Clause m a revised form in commercial treaties The 
commercial relations ivith each coimtry have been studied 
and discussed mdependently The modification or aban- 
donment of the unconditional Most-Favoured-Nation Clause 
is to be attempted as a last resort, after all commercial 
negotiations have failed The form of the Clause is to be 
determmed after consultation with the foreign country 
concerned This device has enabled Britain to escape the 
difficulties incidental to general revision and at the same 
time acquire substantial reciprocal concessions from foreign 
countries It has been used as an effective bargaining 
weapon 

It IS interesting to anal>se the structure of the trade 
agreements from this standpomt The Anglo-Lithuaman 
Trade Agreement provides for the most-favoured nation 
treatment in the following terms * 

•During the cuirency of this Agreement United Kingdom 
goods In Lithuania and Lithuanian goods in the United King- 
dom shall enjoy in all respects treatment not less favourable 
than that enjoyed by goods produced or manufactured in any 
other foreign country" 

This unconditional reciprocal and unlimited Most-Favoured- 
Nation Clause IS not found m all trade agreements It is 
essential to note, however, that the efficacy of the Most- 
Favoured-Nation Clause IS neutralised by the presence of 
quota provisions faying down definite mimma. These 
definite minima, either m respect of commodities or 
foreign exchange, are essentially discriminatory and destroy 
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me very basis of equality of treatment Under such 
circumstances, the Most-Favoured-Nation Clause loses its 
significance 

The Anglo-French Commercial Agreement provides for 
unconditional reciprocal bmited most-favoured-nation 
treatment in the following terms * 

“The minimum tariff shall be applied upon importation into 
the customs territory of France to all goods (with the exception 
of the articles enumerated in Schedule A' annexed to this 
Agreement) which are the produce or manufacture of the 
United Kingaom and are also consigned therefrom, and goods, 
which are the produce or manufacture of the customs territory 
of France and are also consigned therefrom (with the exception 
of articles enumerated in Schedule ‘B’ annexed to this Agree- 
ment) shall be subject upon importation into the United 
Kingdom to the lowest duties to which like goods being the 
produce or manufacture of any other country and consigned 
therefrom are subject ” 

Here it is interesting to note that the most-favoured- 
nation treatment is limited to tariifs, and in addition, 
certain articles are excepted therefrom The Lithuanian 
agreement, on the contrary provides most-favoured-nation 
treatment “ m all respects ” This limitation on the most- 
favoured-nation treatment undermines the equality of 
treatment, for non-tanff trade control measures are left 
entirely unregulated under this form of the Clause For 
providing an effective equality of treatment it is essential 
that all forms of trade controls must be brought within 
the ambit of the Most-Favoured-Nation Clause The 
unconditional reciprocal and unlimited form of the Most- 
Favoured Nation Clause incorporated in commercial 
treaties and enforced in right spirit, would effectively 
secure equality of treatment 

Further, there are a number of trade agreements in 
which the Most-Favoured-Nation Clause is not specifically 
provided The trade agreements with Denmark, Argen- 
tina, Norway Sweden, Ireland, Latvia Estonia, Finland, etc , 
do not contain the Most-Favoured-Nation Clause In the 
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absence of Most-Fa\ oured-Nation Clause, these trade 
agreements amount to a mere barter of certam reciprocal 
concessions The Bntish GQ\emment probably thought it 
expedient to exclude the Clause from the trade agreements 
smce it would fetter their discretion in bargaining for 
discriminatory concessions Thus, under the new trade 
agreements discnmmation is encouraged and equality of 
treatment has become a distant dream, 

Admimstrati\ e Protectionism — The use of administrative 
protectionism for regulating imports has mcreased con- 
siderably smce the Great Depression, it has become an 
mtegral part of the technique of modem commercial policy 
The most-favoured-nation obbgations have been conve- 
niently evaded and differential treatment is accorded to 
goods accordmg to the country of origin It is obnous, 
therefore, that a trade agreement which attempts to pro* 
vnde for equalitj of treatment must include defimte pro- 
visions regulating the use of administrative control 

Bntish trade agreements contain a number of important 
provisions directed against tbis form of protectionism The 
possibility of concessions bemg nullified or impaired 
through administrative protectionism or otherwise by the 
contractmg parties has been very scrupulouslj guarded 
against For instance, the Anglo-Latvnan trade agreement 
provndes as foUows — ‘ 

The Latvian Govemment will not operate any restrictions 
which may be In force to a manner which would have the effect 
ol preventing the benefits of the tariff concessions specified 
in the First Schedule from accruing to goods the produce or 
manufacture of the United Kingdom or of the temtories referred 
to in paragraph 2 of Article I, respectively 

•me Government of the United Kingdom will not impo e 
quantitative restrictions on Imports into the United Kingdom 
which would have the effect of preventing the benefits of the 
concessions ‘spedflieh 'm fne ’beconh 'Bcheduie Irom accru- 
ing to goods the produce or manufacture of Latvia provided 
that this Article shall not apply to such restrictions of imports 
as may be necessary to secure the effective operation of a 
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scheme or schemes tor the regulstion ot the marketing la the 
United Kingdom ol agricultural products 
The scope of this clause is fairly wide and provides ade- 
quate protection against different forms of administrative 
protectionism Similar provision is, therefore, found in 
most of the trade agreements 

Further, in respect of the enforcement of quota regula- 
tions, the trade agreements provide that allocations “ will 
be made on the same basis as, and on conditions not less 
favourable than, allocations to any other foreign country ’’ 
To this must be added the pledge that before compulsory 
quantitative regulations are enforced the Government of 
the country affected thereby will be given " an opportunity 
of discussing the allocation” These provisions provide a 
valuable safeguard against discriminatory restrictions 

The trade agreement with Norway provides for mutual 
national treatment in respect of internal duties Article 
3 lays down that internal duties in the U K on the Nor- 
wegian goods will not be greater than the duties levied 
on the similar goods produced in Norway In no case 
shall such duties be more burdensome than the duties 
levied in similar circumstances on the like goods of any 
other foreign country * 

The trade agreement with Finland makes detailed provi- 
sions for regulating administrative protectionism Part IV 
of the protocol to the Agreement lays down conditions to 
which the imports of British whisky and gin into Fmland 
may be subject The duties to be levied will be the same 
as those levied on brandy or rum No discrimination will 
be made in Fmland between British whisky and gm and 
native spirits in respect of the levy of internal taxes on 
the sale, transport or consumption of these products The 
U K spirits shall be accorded most-favoured-nation treat- 
ment m Fmland The purchase, sale and distribution of 
wmes and spirits will be entrusted exclusively to the Fin- 
nish monopoly The British merchants, however, will be 
given facilities for all legal forms of publicity ^ 
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The trade agreements provide that anj dispute that maj 
arise beti^een the parties as to the proper interpretation 
or application of any of the provisions will be referred to 
the Permanent Court of International Justice unless the 
parties agree to settle their dispute by some other agencj 
or method. The decision vnll be given in accordance vuth 
summary procedure This provision secures prompt and 
impartial judicial settlement of disputes, and imparts 
thereby invaluable stability to commercial relations 
between nations The free play of mdimdual caprice and 
discnmination is ch‘*cked. The utility of this provision in 
these days of economic nationalism is too obvious to need 
any speoal erophaeis 
MisceUaneoas Pronsions 

Agreements Entered into by Commercial Etedies. — In some 
cases the agreements entered into by commercial bodies 
are made an integral part of commercial treaties. The 
Protocol to the Anglo-Danish Trade Agreement takes note 
of three agreements concluded between the Danish and 
Bntish commercial bodies. The Protocol to the Anglo- 
Swedish Trade Agreement takes cote of tb* arrangements 
betvreen the Bntish coal enportcrs and the Sv edish buyers 
and users of coal The tight of the British Government 
to terminate the agreement is made coniijtional upon the 
assurance given by the British coal erportcrs with regard 
to prices, qualities, availability of th** supplies etc, being 
implement^ The Anglo-Insh Trade Agreement takes note 
of similar arrangement between the commercial intere^ 
in the tvio countries affecting the sales of Bntish coaL Th® 
Protocol to the Anglo-Finnish Trade Agreement takes not® 
of the arrangements between the Bntish and Finnish 
merchants affecting the sale of wheat flour iron and ste®!, 
commercial motor vehides, jute; cloth, salt anH the pro- 
ducts of Finnish wood working industnes. Similar 
provisions are contamed in the trade agreem'mts with 
Lithuania, Estonia, Latvna, etc. 

Official recogmtion of the arrangements agreed to 
between comm'^’xial interests in the contractmg countries 



368 


MODERN COMMERCIAL POLICY 


IS a very useful feature Witbin a certain ambit, private 
initiative in commercial negotiation is apt to yield prompt 
and more tangible results, better suited to the requirements 
of the parties concerned Besides, it makes the task of the 
state representatives negotiating a trade agreement easier 
This sort of arrangement will inspire better confidence in 
the business community The critics of modern commercial 
policy will be well-informed and responsible It is essen- 
tial that the public should be taken into confidence in 
moulding commercial policy 

Encouragement to British Shipping — Some of the trade 
agreements contain definite provisions for the increased 
utilisation of British shipping For instance, the Anglo- 
Lithuanian Trade Agreement provides that the Lithuanian 
Government will promote by all means at its disposal the 
increased utilisation of British shipping services in the 
Anglo-Lithuanian trade, and will take no action which 
would affect prejudicially any British shipping company 
now engaged m the trade between the two countrie'*, so 
long as the company maintains existing freight rates and 
services In case the company makes any substantial 
changes m the freight rates charged or the services offered, 
the Lithuanian Government will before taking action, con- 
sult the British Government Similar, provisions are to 
be found m the trade agreements with Estonia, Latvia, 
etc These provisions give invaluable assistance to British 
shipping in these days of growing economic self-sufficiency 
At the same lime, efiiciency and economy of shipping faci- 
lities are adequately safeguarded so that the users of 
transport services have no cause to complain 

There is a saving clause in some of the trade agreements 
which provides that the rights and the obligations arising 
out of the previous treaties are not affected by the present 
agreement 

Duration of the Trade Agreements. — As regards the 
duration of the trade agreements, in most cases the tenure 
IS three years or less The agreements may be continued 
beyond the specified period if not terminated by the parties 
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In view of the rapid and marked changes during recent 
years m the technique of modem commercial policy, the 
tenure of three years imparts stability and certainty to 
commercial practice, though it would certainly be much 
better to extend the period to five or even seven years. 
But it IS essential to note that there are a number of pro- 
visions, as has been shown in the preceding discussion, 
which may be utilised to terminate the agreements before 
even the expiration of the imtial period Thus, the tenure 
of the agreement depends essntialiy upon the attitude of 
the contracting parties, and their earnestness to follow a 
relatively smooth and stable commercial policy Notwith* 
standmg the relatively short initial period of three years, 
the dc facto tenure of the agreements can be extended 
indefinitely according to the requirements of the parties 
Given an earnest desire for mutual understanding and 
accommodation, the initial tenure, though short, will not 
present any serious difficulties m the continuity of the 
agreements 

Commercial Bargamtng^From the foregoing analysis of 
the structure of bilateral trade agreements it will be seen 
that Great Britain has extracted the utmost from the other 
countries with the aid of her bargaining power The tariffs 
of 1931 and 1932 and the power of quantitative regulation 
of certain agricultural imports equipped the British Gov- 
ernment with a new and jxiwerful weapon for bargaining 
commercial concessions from the Empire as well as foreign 
countries That Britain has made an effective use of this 
new weapon can hardly be gainsaid The concessions 
extracted from the Empire countries at Ottawa in 1932 have 
been analysed m the preceding chapter The structure of 
the agreements negotiated thereafter with foreign coun- 
tries analysed in the foregoing pages shows the skill and 
ingenuity used by the British negotiators m extractmg maxi- 
mum commercial advantages from the other contracting 
partj , irre«pective of their effects upon third parties or the 
world trade The extraction of immediate adv’antages has 
been the sole guide of the commercial treaty policy, to the 
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utter disregard of the general effects on the movements 
of world trade 

That the agreements are based on the narrow and hard 
commercial bargaining, which sealed the fate of the World 
Economic Conference and clouded the future of world 
trade will now be shown Britain has concluded a num- 
ber of bilateral trade agreements with foreign countries — 
notably with the Scandmavian countries Argentina, 
Poland, the Soviet Union, the three Baltic States, and the 
United States Taking the Scandmavian countries we find 
that the United Kingdom had an adverse balance of trade 
with these countries In 1930, the imports from the U K 
into Scandinavia were valued at 787 million Kroner and 
exports to the U K at 1 517m Thus, Britain had an 
adverse balance of trade The other more important coun- 
tries trading with Scandinavia are Germany and the U S A 
In 1930 imports from Germany were 1 S54m and exports 
to Germany SCSm Germany’s balancing of trade v-as 
favourable From the USA imports were valued at 526m 
and exports 226m durmg the same period America, too, 
had a favourable balance of trade Under these circum- 
stances Britain resorted to tariff bargaining and bilateral 
balancing of trade in order to increase her exports to 
Scandinavia Her adverse balance of trade strengthened 
her bargaining capacity Britain, therefore, expected to 
double her exports at the cost of Germany and the USA 

Anglo-Damsh Trade — ^Let us analyse in greater detail 
some of the chief imports of the three Scandinavian coun- 
tries Here again the statistics of 1930 may be studied 
In the case of Denmark imports from the United King- 
dom amounted to about one-seventh of the total imports 
There is a part of the Damsh market, consisting of oil- 
seeds, coffee tobacco petrol etc , for which the U K does 
not compete This share has been estimated to be about 
Kr 400m Excluding this share the total market where 
British goods compete is about Kr 1,300m The irtore im- 
portant articles are coal vehicles, and machinery, pig iron, 
manufactured iron goods, apparel and footwear, woollen 
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goods, cotton manufactures, etc Of the total imports m 
1930, about 55 per cent were supplied by the U K , and 
25 per cent by Germany Of the imports of vehicles the 
share supphed by the U K., Germany and the USA were 
11, 48 and 28 per cent respectnely In all other articles 
Germany has a dominant hold over the Damsh market 

As regards the Damsh exports British market is mvalu- 
able Denmark depends primarily upon the British market 
for her exports This is particularly true of bacon butter, 
eggs, fish, etc In 1930 total Danish exports of bacon were 
valued at Kr 510m The whole of Danish bacon was 
exported to the UK Of the total Danish exports of butter, 
\alued at Kr 437m in 1930 296m worth were exported 
to the U K Siinilarl> the total exports of eggs in shell 
from Denmark were valued at Kr 82m. m 1930, of which 
Kr 70m were taken up by the U K About 50 per cent 
of fresh fish exported from Denmark was taken by the 
U K The German prohibitions on the import of dairy 
produce since 1930 have increased this dependence of 
Denmark on the British market 

The British Government has exploited to the full the 
economic situation depicted above, of which the Anglo- 
Damsh Trade Agreement is an eloquent testimony Under 
the Agreement Denmark is guaranteed 62 per cent of the 
total permitted imports of bacon and hams into the U K 
from foreign countnes The British Government, however, 
reserve the right to regulate bacon imports “ to secure the 
effective operation of a scheme or schemes for the regu- 
lation of the marketing of domestic supplies of these 
products ” In 1930, Denmark supplied 67 per cent of the 
total British bacon market Under the agreement, Denmark 
IS permitted only 62 per cent of the total permitted 
imports from foreign countnes Further, taking mto ac- 
cfinisA tb/j pbfis-fcs Agieemrats and 

the Pig Reorganisation Scheme, the guarantee of 62% is 
meagre, mdefimte and illusive Again, Denmark is guaran- 
teed an annual quota of not less than 2 300 000 cw ts of 
butter, with a proviso lor a pro rata increase if the total 
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imports of butter into Britain from foreign countries are 
larger than 8,100,000 cwts This quota accords Denmark 
a much smaller share of the British market than enjoyed 
by her before the negotiation of the Agreement The case 
with eggs IS similar In reTiect of eggs, Denmark is ac- 
corded an annual quota of not less than 5,500,000 great 
hundreds, subject to the proviso that the British Govern- 
ment many, “after consultation with the Danish Govern- 
ment, subject the import of eggs from Denmark to such 
reduction below 5jm great hundreds as may be necessary 
to secure the maintenance of a remunerative 
le\el of prices in which case Denmark is to 

obtam not less than 38 per cent of the total permitted 
foreign imports of eggs into Britain ” Before the agree- 
ment the Danish exports of eggs to the U K were 6,392,000 
great hundreds To this must be added the schemes for 
encouraging the domestic industry which would substan- 
tially reduce the market for foreign suppliers Thus, the 
concessions accorded by Britain are restricted and rela- 
tively indefinite 

In return for the aforesaid concessions, Denmark agrees 
to take at least 80 per cent of her annual total coal 
imports from the U K This quota is significant when we 
recall that m 1930 Britain supplied only about 55 per cent 
of the Danish market, the rest being shared by Germany, 
Poland, etc Thus under the Agreement, the U K has 
acquired a valuable concession which would immediately 
increase the hold of British coal on the Danish market, 
largely at the cost of Germany and Poland It would lead 
to diversion of trade Further, the Agreement takes note 
of private negotiations which aim at increasing British 
exports to Denmark of iron and steel and maintaining the 
use of British salt, saltpetre, wrappers, and paper for 
Danish bacon and ham So also, on a large number of 
British articles Danish import duties are lowered and sta- 
bilised This IS a welcome feature of the agreement A 
clause also provides that m the event of a substantial 
increase in Danish imports of certain goods from countries 
other than Britain, measures shall be discussed between 
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the tv .0 Go\erninents “for the purpose of preserving or 
restoring economic le% el of prices." 

Thus, in return for a few qualified and mdefinite assu- 
rances that the prospecti\e quota system will not be ope- 
rated m such a way as to restrict unduly British imports 
of Danish farm produce Denmark has been led to resort 
to the regulation of her imports of coal and to accord to 
Bntam a discnmmatory quota of 80 per cent It would 
not be an exaggeration to say that the British commercial 
policy has stimulated the growth of the quota system. So 
also, discnnunatorj practices have led to retaliation The 
discriminatory quota for British coal extracted from Den- 
mark led to retaliation against Danish ejrports by both 
Germany and Poland- 

The Danish interests ha\e not profited from the trade 
agreement The exports of Danish goods to the U K. have 
declmed from Kr 81am. m 1931 to Kr 744in. m 1936 The 
agricultural exports have not fared better The exports 
of bacon have recorded a steep decline from Kr 510m. 
m 1930 to Kr 345m. m 1936 The Danish exports of butter 
to the U K. have fallen from 123,300 tons in 1931 to 109,742 
tons m 1936 The exports of eggs have slightlj improved 
from about 7m. in 1931 to 8m m 1936 Thus Denmark 
has not derived any material advantage from the trade 
agreement On the contrary, her exports have received a 
definite setback. 

The Umted Kingdom has, on the other hand, reaped sub- 
stantial benefits. The total imports of British goods mto 
Denmark have increased from Kr 219m. m 1931 to Kr 542m. 
m 1936 Analysing the figures m detail we find that the 
imports of British coal rose from Kr 27 5m. m 1931 to 
Kr 69m. m 1936 The imports of Bntisfa coke rose from 
Kr 19m. m 1932 to Kr 37bx. ta 2938 The Polish coal has 
suffered a serious setbadc in the Danish market German 
coal has also lost some ground. Thus, Bntam has mcreased 
her hold over the Danish market largely at the cost of 
Poland. 
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The Anglo-Danish agreement provides for the purchase 
of British salt corresponding to the quantity used by the 
Danish slaughter houses and dames in the manufacture of 
bacon, ham and butter to be exported to the U K The 
consumption of British salt for these purposes m the 
Danish market has increased from about Kr Im in 1931 
to Mr 1 6m in 1936 In other articles of export also 
Britain has made a substantial improvement in the Danish 
market 

British Trade wth Norway and Sweden — The concessions 
derived by Britain under the trade agreements with 
Norway and Sweden are much less striking Norway and 
Sweden have been able to bargain much better than Den- 
mark because their dependence on the British market is 
not very great Norwegian and Swedish exports are well 
distributed Nevertheless, the British market is very 
important for both the countries Germany, the USA, 
Russia, France, Holland, Denmark etc are other more 
important customers of Norway and Sweden Of the two 
Sweden finds Great Bntain by far the best customer, as 
she purchases about a quarter of her total exports The 
most important articles purchased are paper, pulp and 
timber But it is essential to note that America is also an 
important purchaser of Swedish paper and pulp and 
timber finds a ready market in France and Netherlands 
as well Germany is the chief market for her iron ore 
Thus, it will be seen that, though Britain is an important 
customer, Sweden’s dependence over the British market is 
not so great as that of Denmark 
Looking to the import trade we find that British ships, 
vehicles and machinery find a ready market in Norway 
The position of the U K is very strong In the mineral 
market also British goods have a very favourable position 
But the imports of British textile goods are relatively small 
as compared with those from Germany Thus, Norway 
offers a very valuable market for British textile goods 
Britain holds a similar position m the Swedish market In 
coal and cotton yam and tissues Britain leads, but in the 
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case of chemicals, machmery, woollen tissues, hosiery and 
clothing, both Germany and the U S-A have proved success- 
ful competitors of Britain 

In view of the aforesaid facts the terms of the trade 
agreements with Norw'ay and Sweden are different from 
those of the Anglo-Danish Trade Agreement There are 
a few reductions in import duties and a limited assurance 
agamst further mcreases The Norwegian tariff schedule 
contains 57 tariff items of which 33 cases are of stabilisa- 
tion, while the Swedish Schedule contams 104 items, sta- 
bilising the status quo in 70 cases In the remaining cases 
there are slight reductions in the already relatively 
moderate Scandinavian tariff 

The tariff concessions conceded on the British side are of 
greater importance The British Government undertakes, 
inter Gita that iron ore, telegraph poles, wood pulp, news- 
print, etc, shall remain on the free list The duty on 
certain classes of soft wood, box boards and granite blocks 
IS reduced from 15 per cent to 10 per cent The duty on 
craft and various classes of wrapping papers is Iov.ered 
from 25 per cent to 16-2/3 per cent and that on certain 
classes of wTitmg paper from 20 per cent to 16-2/3 per 
cent In addition, the duty of 33-1/3 per cent on steel 
imports IS reduced m the case of certain high-grade steels 
to 25 per cent and 20 per cent ad tdlorem, according to 
the price range, but with the proviso that a specific duty 
may be charged which will have the effect of increasing 
the cd talorem duty in the event of any lowering of exist- 
ing prices Finally, the existing 10 per cent tariff is 
stabilised on a large variety of articles including fish, butter 
and eggs m which Scandinavia is interested In addition, 
there are quota concessions 

An analysis of the statistics of trade may now be made 
The imports from Britain into Norway have risen from 
Kr 152m in 1933 to Kr 318m in 1937 The imports of 
British coal have increased from 883,691 tons m 1932 to 
1,661400 tons in 1937 It is interesting to note that durmg 
this period imports of coal from Poland ha\ e declined from 
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896,261 tons to 388,671 tons Thus, British coal has streng- 
thened its hold over the Norwegian market at the cost of 
Poland In respect of other articles as well, Britain has 
almost doubled her exports to Norway The Norwegian 
exports to the U K have increased from Kr 114m in 1933 
to Kr 236m in 1937 

The study of Anglo-Swedish trade under the trade agree 
ment is equally interesting The Swedish exports to the 
U K have risen from Kr 285m m 1933 to Kr 37Im in 
1936 During the same period imports of British goods into 
Sweden have risen from Kr 197m to Kr 308m Thus, both 
the countries have gamed from the agreement, but of the 
two Britain has had a better share It may be noted that 
imports of British coal into Sweden have exceeded the 
quota assigned to the U K under the Agreement 

Anglo-German Trade Agreement —This agreement 
IS more restricted in scope than the Scandinavian agree- 
ments analysed above Germany agrees to issue licenses 
for importation into German customs area of British coal 
and coke up to a maximum of 180 000 metric tons and 
undertakes “ that m the event of German consumption of 
coal exceeding an equivalent of 7,500 tons of coal m any 
month there shall be a proportionate increase in the 
imports licensed from Britain” In return, Britain under- 
takes to make a reduction of about 5% m her import 
duties on a few articles like musical instruments, 

clocks, jewellery, safety razor blades, etc , leaving the 
general level of duties at 15 to 25 per cent 

Apart from the baneful effects of the import quotas, it 
15 essential to note that an mcrease of 80 000 tons a month 
m the exports of British coal, guaranteed under the agree- 
ment, would not enable her to export 5|m tons which she 
did m 1929 Again, the British tariff level ranging from 
20 to 25 per cent is unwarranted bv her reasonable eco- 
nomic requirements and must strengthen the case for 
restrictive measures taken by smaller states m self-defence 

Anglo-Argentine Trade Agreement —This Agreement 
originally signed in 1933 and renewed with slight 
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modification in 1936, is of a different type It deals Tsith 
exchange difficulties as well as other forms of trade res- 
trictions Exchange pro\’isions have already been analysed 
vn the preceding section Ax^entma depends upon the 
British market for the exports of her agricultural products, 
especially chilled and frozen beef Britain, therefore, 
agreed not to restrict imports of Argentine chilled beef 
below the level required under the Ottawa Agreements 
except in so far as such restrictions might become neces- 
sary m Older to secure a remunerative level of prices in 
the Bntish market Such restrictions will not be mam 
tamed if it appears that meat from Argentma is being 
replaced by mcreased imports of meat from other coun- 
tries, neutralising thereby the desired effect on prices The 
imports were not to be reduced by more than 10 per cent 
without consulting all the chief meat-exporting countries 
including those in the British Commonwealth Any fur- 
ther reduction, if agreed upon, would be shared by the 
Dominions Similarly, frozen beef, mutton and Iamb were 
not to be restricted below the Ottawa level without a 
similar sacrifice by the Dominions 
These provisions, have been modified to a certain extent 
under the new Agreement The Argentme Government 
has agreed to the imports of foreign meat mto Britain 
being taxed, but the import duty shall not exceed Jd per 
lb on chilled beef, 2/3d per lb on frozen beef and 20 per 
cent cd valorem on other varieties of meat No duties 
will be imposed on mutton, lamb and pork. Further, the 
imports of chilled beef from Argentina will not be reduced 
from the 1935 level by more than 2 per cent m 1937, 4 
per cent m 1938 and 5 per cent in 1939 Imports of other 
varieties of meat are subject to similar conditions In 
addition, Britam has agreed not to increase the duty on 
wheat or impose any quota restrictions thereon S imila rly, 
the imports of maize will not be subject to any restrictions 
either m the form of import duty or quota regulations 
In return Argentme Government has agreed to admit coal 
and coke free of duty and to reduce import duties on 
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textiles machinery and vehicles pottery chemicals food 
and beverages sports requisites etc 
Anglo Argentine Trade — The statistics of Anglo 
Argentine trade show that Britain has d‘='rived substantial 
advantage from the bargain British exports to Argentina 
have risen from £10 7in in 1932 to£20 Im m 1937 while 
the exports from Argentma to U K during the same period 
increased from £48 7m to £59 9m It may however be 
noted that Argentine exports to the U K had tended to 
decline until 1936 and it is m 1937 that we note a sudden 
increase of 33 per cent over the figure of the previous 
year The Argentine maize has profited most exports to 
the U K having risen to £ 18 7 m 1937 Exports of wheat 
have risen to £7 2m in 1937 
Anglo Polish Trade Agreement —Under this Agree 
ment substantial concessions are accorded Poland has 
agreed to reduce import duties on about 340 British 
articles including herrings chemicals textile goods 
machinery motor vehicles and accessories etc On about 
110 articles Polish import duties are consolidated In 
return Britain has agreed to maintain the existing tariff 
treatment on a number of Polish exports Further Britain 
has promised that in case imports of agricultural produce 
are regulated Poland would be allowed to send not le J 
than 41 4 per cent of the quantity of bacon she sold to 
Britain in 1932 and not less than ISa per cent of the total 
permitted imports of eggs from foreign countries 

The Anglo Polish Trade Agreement has given an invalu 
able spur to British exports The total volume of imports 
from the U K into Poland rose from 86m zlote in 1934 to 
149m. zlote in 1937 while during the same peru d exports 
from Poland to the U K rose from 192 zl to 219 zl only 
It may also be noted that the rise m Polish exports to 
Britain has been at a xnucdi dower rate as compared with 
the total trade of the country Poland had to find outlets 
for her goods in other markets through trade agreements 

Anglo Soviet Trade Agreement of 1934 Th s Agree 

ment is significant in that the ratio between the Russian 
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exports to imports from the U K is definitely fixed Prior 
to the agreement Russia had enjoyed a highly favourable 
balance of trade with the U K The agreement provides 
that the U S S R . “ being desirous of applying in an increas- 
ing proportion the proceeds of the sale m the UK of 
goods imported from the U S SJl to payments for goods 
purchased in the United Kingdom and for the utilisation 
of British Shipping Services,” agrees to make payments in 
Britain in each year ly^aring the following ratios to the 
proceeds of the USSR trade with the Umted Kmgdom. 


1934 

1 

1 7 

1935 

1 

1 5 

1936 

1 

1 4 

1937 

1 

1 2 

Thereafter 

1 

1 1 


The Schedule attached to the agreement outlines in detail 
the method of calculating the balance, and makes allowance 
for payments for the use of British shipping for the repay- 
ment of credit, and for all goods bought in the U K 

Another important feature of this agreement is the pro- 
vision of the Most-Favourcd-Nation Clause It may be 
recalled that the Ottawa Trade Agreement with Canada 
contains a clause to the effect that if either Government 
is satisfied that preference granted by the Agreement m 
respect of any particular class of commodities is likely to 
be frustrated by the creation or maintenance of prices 
through state action on the part of any foreign country, 
that Gosemment will prohibit the importation of such 
commodities from the foreign countries concerned for such 
time as may be necessary to ensure the effectiveness of 
preferences This provision was primarily intended to 
protect Canadian trade against unfair Russian competition 
The Canadian Government was afraid that, the Soviet trade 
being a state monopoly, the prices of certain Russian 
articles in the competitive markets might be reduced to 
uneconomic levels, particularly in the case of timber and 
wheat This led to the cancellation of the Anglo-Soviet 
trcat> of 1930, which p^o\^ded for the most-favoured-nation 
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treatment The present agreement, therefore, provides 
mutual most-favoured-nation treatment, but if the pnces 
of any particular imported commodity are likely to frus- 
trate preferences accorded or adversely affect the produc- 
tion of goods, the aggrieved party, if no satisfactory 
settlement is reached, can except the imports complained 
of from most-favoured-nation treatment Thus, derogation 
from the most-favoured-nation treatment is permitted 
under certain circumstances in respect of particular 
commodities 

Further, the agreement provides that British exports to 
Russia will be included without discrimination under 
guaranteed credit scheme In view of this clause, sub- 
stantial credit has been made available to Russia, with the 
collaboration of the Export Credits Guarantee Department, 
for expenditure on British manufactures The Anglo- 
Russian trade under the Agreement has increased sub- 
stantially 

Anglo-Iceland Trade Agreement —This Agreement 
follows the same technique of commercial policy The 
Government of Iceland has agreed to reduce import duties 
on some articles and to stabilise its tariff on a few others 
Further. British coal has been accorded a quota of not less 
than 77 per cent of the total Iceland imports of coal In 
return, the British Government has agreed that duty on 
salted fish imported from Iceland will not be more than 
10 percent ad raloreTn, that under a system of quantitative 
import regulation Iceland’s quota will not be less than 
354,000 cwts of fresh and wet salted fish, that imports of 
frozen mutton and lamb from Iceland will not be subject 
to more severe restrictions than those from any other 
foreign country 

Anglo-Fmnish Trade Agreement — Finland, under the 
trade agreement, has reduced duties on most classes 
of cotton textiles, wool and silk mixtures, jute and linen, 
herrings, tinplate, motor cars and spirits, while the duties 
on cotton and wool yams types and linoleum are stabilised 
Further, Finland has agreed to import from Britain not less 
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than 75 per cent of her total imports of coal To this 
must be added purchase agreements On the British side 
duties have been reduced and consolidated The most 
important departures are that the duty on birchwood is 
consolidated at 10 per cent and the duty on the wooden 
sewing thread reels is reduced from 20 to 15 per cent 
The Anglo-Finnish Trade has increased since the nego- 
tiation of this agreement Exports from the U K to 
Finland increased from 435m Marks in 1931 to 1,090m in 
1934 and the Finnish imports into the U K rose from 
1,991m to 2,913m during the same period Finland has a 
large favourable balance of trade 
Anglo-French Trade Agreement, — The most impor- 
tant contribution made by this Agreement is that it put 
an end to the tariff war The French Government agreed 
to appl^ minimum tariffs on the import of British goods, 
subject to certain exceptions In the case of British indus- 
trial products and coal, French quotas were stabilised and 
equitable treatment was guaranteed in other respects In 
return, the British Government agreed to apply lowest 
tariffs on French goods subject to certain exceptions 
Further, the British Government agreed to remove the 
discriminatory surtax of 20 per cent imposed on certain 
French goods, and not to increase the import duty on 
French brandy or the aggregate duties (basic duty and sur- 
charge) applicable to French sparkling wines Import 
duties on French silks were revised and the duties on 
certain other articles were consolidated 

Trade Agreements with the Balljc Stalw.— These agree- 
ments have brought valuable concessions for British goods. 
Lithuania reduced or stabilised the import duties on a 
number of articles including sauces salt, herrings, cement, 
glass plates for photography, coal coke, t>-pes and tubes, 
sheets of iron and steel, tin, gramophones, motor cycles^ 
motor cars, chassis for commercial vehicles, cotton yam, 
woollen jam, etc British coal was accorded a quota of 
CO per cent In return the British Government agreed to 
reduce or stabilise duties on Lithuanian goods including 
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butter, bacon and hams, eggs, wood pulp, ply wood etc 
Further, the British Government agreed to accord most- 
favoured-nation treatment to Lithuanian butter, bacon, and 
ham m case imports of these products into Britain are 
regulated under quota basis 

British exports to Lithuama have recorded a rapid rise 
from Lits 18m in 1931 to Lits 35m m 1934 Lithuanian 
exports, on the contrary, have shown a trend towards 
decline, the value havmg fallen from Lits 78m m 1932 to 
Lits 63m in 1934 The exports of Lithuanian bacon have 
received a setback due to the introduction of import res- 
trictions by Britain 

The Government of Latvia, under the Anglo-Latvian 
Trade Agieement, reduced import duties on a large num- 
ber of articles including mustard sauces, whisky, gin, rum, 
salted herrmgs, coal, coke, tyres, glycerine, tin, tinplates, 
sewing machmes, safety razor blades, gramophones, motor 
cycles, motor cars, chassis, carbon paper, cotton yarn, wool 
yarn, etc Britain was also guaranteed a large quota for 
salted herrmgs Further, the Latvian Government agreed 
to purchase 70 per cent of her total imports of coal from 
Britam In return the British Government agreed to 
reduce and stabilise duties on Latvian goods, including 
butter, bacon and ham, eggs, canned herrmgs, bilberries, 
cranberries, flax, newsprint, wood pulp, wood match 
splints, tissue paper, paper, kraft paper, gypsum, tea, etc 
Further, the British Government guaranteed most-favoured- 
nation treatment m the allocation of quotas 

The Anglo Latvian trade has de\ eloped considerably 
under the Agreement Latvia has increased substantially 
imports of British motor cars and accessories industrial 
machmery, pipes tools wool, woollen fabrics, and coal 
The exports of Latvian articles to the United Kingdom 
have also increased, particularly of bacon, butter, aspen 
logs, sleepers boxwoods, flax, plywood and paper Latvia 
'd ’large lavmtra’Die balance ot trade with the U K 
Bntam is the largest smgle market for Latvian goods, 
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Germany being the second. But as supplier to the Latvian 
market, the U K is a bad second to Germany German 
goods have acquired a firm hold over the Latvian market 
and offer very serious competition to imports from other 
countries Bntam wiU, therefore, have to build up her 
busmess connections gradually 

The trade agreement with Estonia is of similar tjqie 
The Government of Estonia has reduced or consolidated 
import duties on a number of articles mcludmg mustard, 
pickles, sugar, spirits and strong alcohohc liquors, salt, fiih, 
■s km and leather manufactures, coal and coke, iron and 
steel, tin, musical mstruments, cjcles, motor cycles, motor 
vehicles, cotton yarn and fabrics, wool yam and fabrics, 
etc Further, Estonia agreed not to impose fresh quanti- 
tative restrictions on certam articles British coal was 
accorded a quota of 85 per cent In return the British 
Government agreed to reduce and consolidate import duties 
on specified Estoman articles Besides, Estonia was gua- 
ranteed most-favoured-nalion treatment m respect of 
quota restrictions 

Anglo-Uniguaj an Trade Agreement.— The trade agree- 
ment with Uruguay guarantees most -favoured-nation 
treatment m respect of commodity trade The Govern- 
ment of Uruguay also undertakes to mamtam free entry 
for British coal But, as noted in the precedmg section, 
the agreement is mamly concerned with exchange diffi- 
culties The agreement has helped materially the British 
bond holders 

Trade Agreement with i'ugosIa\ix— In 1936, the Yugo- 
slav Government, in order to correct adverse balance of 
trade, decided to control the imports from non-cleanng 
countries. Accordingly, a hst of commodities was pub- 
lished the importation of which from non-clearmg coun- 
bi’As sutiett, as frtmi Jxcne 25, to I'ne granting 
of a licence by an Import Committee formed at the 
National Bank This list affected about 62 per cent, of the 
total imports from the U. K. This restriction had an adverse 
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effect on the British exports Therefore, the Anglo- Yugo- 
slav Trade and Payments Agreement was signed on 27th 
November, 1936 Under the agreement the Yugoslav 
Government undertook to issue import licenses for the 
British goods on the restricted list up to certain prescribed 
values depending on the value of Yugoslav exports to the 
U K Under the import control system, however, the scope 
for the expansion of British exports to Yugoslavia is 
limited 

Anglo-American Trade Agreement. — This Agreement 
signed in Wasliington in 17th November. 1938 effects some 
breaches m the scheme of British Imperial Preference ’ 
This is a very significant and valuable feature of the agree- 
ment American exports to the U K include both indus- 
trial as well as agricultural products The British tariff, 
particularly preferential tariff, had caused considerable 
consternation in the United Stales It was said that 
American farmers would not have found the British tariff 
on their wheat a serious obstacle to sales in the British 
market if the Canadian wheat had also paid the same duty 
But, with the Canadian wheat entering free of duty, the 
duty of 6 per cent on American wheat became a real hard- 
ship Similarly, the duty on rice would not have meant 
much if Indian rice was accorded similar tariff treatment 
The American farmers were also concerned with the British 
import duties on tobacco, barley, condensed milk apples, 
canned and dried fruits because of the preferential treat- 
ment accorded to competing producers within the British 
Empire The American manufacturers however, felt the 
hardship of preferential tariffs relatively much less due to 
their stronger competitive position as against the Domi- 
nions, resulting from their advanced technique of industrial 
production and the established commercial connections 
The United States therefore, nghtly claimed that the 
Ottawa Trade Agreements should be suitably modified so 
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that her agricultural e's.ports may enter the British market 
on the same terms as those from other Empire countries 
It was a protest agamst the e^lusive Imperial Preference 

Apart from the modification of the Ottawa Trade Agree- 
ments, the advantages which Britain could offer to the 
Umted States were limited So far as the commodities on 
the free list are concerned the American producers already 
enjoy full and unrestricted access to the British market 
No concessions could possibly be made here There is 
however another important group of commodities subject 
to duties, in respect of which Britain had made no com- 
mitments at Ottawa and is therefore free to reduce them 
In this list valuable but limited concessions could be made 
due to the comparatively low level of duties Substantial 
and useful concessions therefore could be made only at 
the cost of Ottawa agreements 
The concessions accorded by Britam are embodied m 
Schedule I attached to the Agreement and cover about 
two-thirds of the American articles imported mto the U K. 
The total American imports mto the U K. amounted to 
about £.93m m 1936 of which about £61m or 63 per cent 
are covered by the present agreement Duties are reduced 
on 11 percent undertakings not to increase e^istmg duties 
cover another 15 per cent , free entry is accorded to 12 
per cent, while the remaining 17 per cent is given other 
concessions These concessions are determined by the 
formula of “ principal suppliers ' so that the benefits may 
be enjoyed primarfiy by the United States 
The imports of American commodities on which duties 
are reduced were valued at about £ 11 2m m 1936 Duty 
of 2s a quarter on wheat is abolished with the consent 
of Canada Australia and India Important concessions are 
made on soft wood mth the consent of Canada The duty 
on rice is reduced from Id to 2/3d per Ib On apples, 
cherries, finest juices duties have been reduced Grape 
fruit IS placed on the free list Duties are reduced on the 
imports of American manufactures mcluding vanous types 
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of machinery, metal manufactures, electrical goods, gramo- 
phones, typewriters, etc 

The undertakings not to increase present duties cover 
primary raw materials as well as manufactured goods, 
including motor cars, agricultural tractors, dairy and other 
kinds of machinery, plywood, paraffin wax, celluloid, etc 
Britain agreed not to mcrease the present preference of 
about 2s a lb on unmanufactured Empire tobacco Free 
entry is maintained for some important raw materials such 
as sulphur, raw cotton, rosin, fur sksns, etc 

The Schedule of tariS concessions on British goods, 
accorded by the U S,A contains 600 items The imports 
of British goods into the USA in 1936 were valued at 
£40m of which £23m are liable to duty and the rest 
enter duty-free Of the dutiable class of goods, the pre- 
sent agreement secures duty reductions on £Um and 
existing duties are stabilised on £9im Thus, of the total 
trade valued at £40m concessions have been accorded on 
£27m 

In return valuable concessions are made on British cotton 
manufactures by the USA For * plain woven ” cotton 
clothes with yarn of counts 31 to 50, the reductions amount 
to 48 per cent On unbleached cloth the minimum specific 
duties are reduced by 27 per cent For cotton yarns of 
counts exceeding 60 duty reductions are up to 20 per cent 
Duties on woollen manufactures have been substantially 
reduced American duties on woollen goods contain both 
specific and ad valorem elements Ad valorem duties are 
substantially reduced on the whole range of woollen piece- 
goods On linen manufactures, too valuable reductions are 
provided In the group of metal goods, substantial reduc- 
tions are accorded on silver plated ware pens, cutlery, 
bicycles, machinery, etc The stabilisation of duty on 
whisky at the low level to which it was reduced by the 
Canadian-American Agreement of 1935 is important, for 
American imports of British whisky amounted to £5m in 
1936 Duties on earthenware, china and glass are substan- 
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tially reduced Duty reductions have also been obtained 
on a wide range of miscellaneous goods 
It will, thus, be seen that the formula of reciprocity has 
been punctilously observed by the negotiators of the Anglo- 
American trade agreement m respect of duty reductions 
Nevertheless, the concessions offered by the Umted States 
have provided a decisive increase in British competitive 
power and the British exports must therefore increase 
Besides the concessions have been very well distributed 
amongst the British producers 
The British concessions are of a peculiar character The 
excessive protection extended to the domestic producer is 
untouched, he contmues to be sufficiently safeguarded 
The most obvious result is that the competitive position of 
the American exports vts-c tts the British (domestic) pro- 
ducers remains unaltered, the domestic producer is still 
favoured AH that the Agreement does is to reduce m 
certain cases the preference accorded to the Empire pro- 
ducers The result will be to divert certam amount of 
trade from Empire countnes to American hands, without 
increasmg the total volume of imports mto Britain. The 
concessions are, however, welcome since they effect breaches 
mto the system of Impenal preference built at Ottawa 
which has led to uneconomic diversion of trade But it 
should be remembered that the essential features of the 
extreme Bntish protectionist pobcy remain mtact Britain 
has tned to drive a valuable bargain at the expense of the 
Dommions and other members of the Empire, without 
makmg any tangible and substantial changes m the protec- 
tion accorded to her own domestic producers Under these 
conditions the revival of world trade must necessarily be 
slow 

The conclusions from the foregoing analysis of British 
cuiranercral policy may now he summarised 

(1) Since 1931, Britam has adopted a highly complex 
commercial policj, with heavy domestic protection, quota 
restrictions on imports, impenal preference, etc, which has 
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spurred the trend towards autarky and thereby led to un- 
warranted diversion and restriction of world trade 

(2) Equipped with this new protectionist and discrimi- 
natory tariff, and unfavourable balance of trade, Britain 
has tried to find larger foreign markets for her manufac- 
tures through bilateral agreements Hard bargaining and 
bilateral balancing of trade has been resorted to 

(3) The trade agreements have brought valuable reci- 
procal concessions m the form of duty reductions, conven- 
tionahsation of duties and the guarantees of free entry But 
sometimes concessions have been illusory due to tariff pad- 
dmg 

(4) The discriminatory concessions obtained by Britain 
through these bilateral trade agreements hav'e caused 
serious damage to international economic relations 

(5) Genuine and lasting revival of world trade cannot 
be effected by narrow and discriminator}’ bilateral trade 
pacts At best, this type of bilateral trade agreements are 
mere expedients for tiding over temporary difficulties To 
be useful, therefore, these agreements must guarantee 
equality of treatment and prepare the way for multilateral 
trade agreements 

(6) Britain, if it is to give the lead in improving the 
international economic relations, which her position 
demands, must radically alter her protectionist system and 
change the structure of her trade agreements The agree- 
ments must be shorn of the discriminatory elements and 
substantial concessions should be accorded to all those 
countries prepared to mould their commercial policy on 
sane and liberal lines Narrow economic nationalism must 
be discarded if the world is to be saved the spectre of 
economic and political disaster Britain must give prompt 
and courageous lead in the revival of world trade 
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INDIA^ COMMERCIAL POLICi 
AND TRADE AGREEMENTS 

In the preceding chapters T(.e have analysed the technique 
of modem commercial policy as pursued bj the more 
important industrial countries. The detailed analysis of 
commercial pohcj has revealed the important part plajed 
bj the protectionist tariff m the dei'elopment of modern 
industnes The nen developments m the techmque of 
protectionism, during the depression m particular ha\-e 
relegated tariffs, as an instrument of commercial polici 
to the background and mtroduced considerable complica 
tions m modem cormnercial pobcy with disastrous conse> 
quences on world trade In fact, the economic det'elop- 
ments during the Great Depression ham entirelj revolu 
tionised the technique of modem commercial policj No 
country m the v.*orId could remain immune from the 
mfluences of these new developments m \iew of the closer 
economic interdependence In many cases commercial poIlC^ 
had perforce to be changed m self^efence against the 
aggressu'c economic nationalism of other countnes. In 
view of the important part that protection has placed m 
the de\'elopment of modem commercial policy and the 
revolutionary changes it has undergone during recent years 
it behoies us to examine the influence it has exerted on 
Indian commercial policy In the pre*:ent chapter there- 
fore we propose to examme the nature of Indian commer 
cial policy and its effects on the de\*elopment of Indian 
as well as wxrld trade 

Laissez Faire up to 1923. — ^Indian tariff policy has been a 
medley of meongrmties formulated and wxrked to the 
utter disregard of national needs and aspirations. Protec- 
tion as shown m the preceding pages,' has played an 
un^taDi past lo. scib.a'jyffl.s tfcA strcjitMTe tA t-he 

l VUe I, 
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world, though it has some obvious limitations Great 
Britain, the United States, Germany, France, and Japan, 
to take only a few illustrations, have had to resort to pro- 
tection for reorganising their mdustnes India, being a 
late-comer m the race for industrial reconstruction, ought 
to have drawn object lessons from the experience of these 
advanced industrialised countries The Government of 
India has, however, refused to learn, the lessons of modern 
economic history have been ignored in toto India has been 
made to follow a commercial policy inconsistent with her 
economic requirements For instance, the modern indus- 
trial structure of Britain is the fruit of very carefully 
thought out and planned protectionist commercial policy 
During the Industrial Revolution when the British indus- 
tries were re-organised, protective tariff foimed an integral 
part of British commercial policy By 1850 British indus- 
tries attained full maturity and Britain became the work- 
shop of the world At this stage of her economic develop- 
ment there was no need for protection Therefore Britain 
discarded protection and took to free trade, as required by 
the position she had come to hold in the industrial system 
of the world She needed free markets for the purchase 
of raw materials required by her manufacturing indus- 
tries and for the sale of the finished goods turned 
out by them Britain continued to pursue this policy, 
with certain exceptions, up to 1931, when once again 
there came a relapse to protection The most dis- 
quieting feature of Indian commercial policy throughout 
the pre-war period was that the Government of India fail- 
ed to protect or aid the indigenous industries against the 
unfair competition of well-established foreign industries 
Throughout the pre-war period India was made to follow 
the policy of free trade though her essential economic 
requirements, m view of her backward industrial structure 
in face of plentiful natural resources and wide home mar- 
ket, warranted a reasonable protectionist policy Through- 
out this period of over sixty years Indian tariff was 
essentially a revenue one Even a purely revenue tariff 
was tolerated by the British commercial interests with 
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considerable reluctance Thus, uhereas Britain had fol- 
lowed a commercial policy more or less m keeping with 
her economic requirements, India was denied a national 
commercial policj’ 

The financial burden imposed by the Great IVar neces- 
sitated an enhancement of tariff In 1916, the general rate 
was raised from 5 to 7J per cent The exemptions were 
curtailed Import duty on sugar was raised to 10 per cent 
The duties on liquors and tobacco were also raised sub- 
stantiallj In 1917, India made a special War Contribution 
of £100 m to the Imperial Treasury which made fresh 
taxation imperative * Therefore the import duty on cotton 
piecegoods was raised to the general level of 71 per cent, 
the excise remaining unchanged at 3i per cent Other 
duties were also raised These high revenue duties had a 
bracmg effect on Indian industries To this must be added 
the sharp curtailment of foreign imports, due to the con- 
centration of production in beUigerent countries for sup- 
plying military requirements, shortage of shippmg facilities 
and the ngorous submarine actinties conducted by Ger- 
manj The absence of foreign competition led to the 
expansion of Indian industries This was not all To this 
accidental assistance must be added the invaluable direct 
help given by the Government of India m stimulating the 
production of war matenals In order to supply the 
eastern theatres of war with military requirements, the 
Government of India appointed a Munitions Board to look 
after the key industries No wonder, therefore, that dur- 
ing the war, even though tariff was not used as an instru- 
ment of industrial protection, the Indian industries recorded 
remarkable growth In short, the Great War unequivocally 
demonstrated the mdustnal potentialities of India which 
can be easily brought to fruition under a suitable protec- 
tionist tariff 

With the declaralinn dS arxaislice snd resumphon of 
normal commercial relations the inroads of foreign imports 



392 


MODERN COMMERCIAL POLICY 


recomenced Besides, after the War Japan emerged as 
a fresh and strong competitor in the field of industrial 
production The withdrawal of natural protection afforded 
by the War caused an immediate setback in our industrial 
development The Indian Munitions Board, which had 
rendered invaluable assistance to Indian industries durmg 
the War, was also disbanded The revenue tariff was, how- 
ever, raised to meet the financial deficit The general rate 
of duty was raised from 71 per cent to 11 per cent in 
1921 and to 15 per cent in 1922 The import duty on 
cotton piece-goods was raised to 11 per cent while the 
excise duty remained unchanged at 3J per cent This gave 
valuable protection to the domestic cotton mill industry 
The duty on sugar was raised from 10 to 15 percent in 1921 
and to 25 per cent in 1922 Luxury articles were subject 
to a duty of 20 per cent in 1921 which was raised to 30 
per cent in 1922 In short, m 1922, the tariff had recorded 
remarkable changes as compared with the pre-ivar period 
The reliance on customs revenue had increased considerably 
It should however, be noted that the tariff was entirely a 
revenue one, dictated by the necessity of balancing the 
budget, the need for a protective tariff suited to the mdus- 
tnal requirements of the country had not been clearly 
realised by the Government of India Nevertheless, the 
protective element was imperceptibly creeping in The 
export duty on raw hides and skins was imposed in 1919 
for protecting the Indian tanning industry This export 
duty, on hides and skins, introduced the novel prmciple 
of Imperial preference in the Indian tariff policy, by pro- 
viding for a rebate of two-thirds of the duty in the case 
of hides and skins exported to the Empire and tanned there 

Apart from these changes, public opinion m India had 
incessantly demanded an expert examination of the tariff 
policy and its revision to suit the peculiar economic con- 
ditions in India The question of fiscal policy had been 
excluded from the terms of reference to the Industrial 
Commission m 1916 on the ground that the question of 
protection could not be considered during the war This 
exclusion, as the Montague-Chelmsford Report admits, was 
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the object of legitimate criticism in India The need for 
a change m Indian commeraal policy received wider recog- 
nition ‘ The Joint Select Committee in 1919 outlined the 
convention of fiscal autonomy for India as under 

Whatever be the right fiscal policy for India for the needs 
of her consumers as well as for her manufacturers it Is quite 
clear that she should have the same liberty to consider her 
interests as Great Britain Australia New Zealand Canada and 
South Africa In the opinion of the Committee the Secretarv 
of State should as far as possible avoid interference on this 
subject when the Government of India and Its Legislature are 
In agreement and they think that this intervention when it 
does take place should be limi ted to safeguarding the interna- 
tional obligations of the Empire or any fiscal arrangement 
within the Empire to which His Majesty s Government is a 
party * 

To meet the insistent demand of the public in India for 
a revision of the tanff policy the Fiscal Commi'Sion was 
appointed m 1921 with Sir Ibrahim Rahimtoola as its 
chairman to exarnine with reference to all the mterests 
concerned the tariff policy of the Government of India, 
including the question of the desirability of adopting the 
principle of Imperial Preference and to make recommen- 
dations 

As regards the industrial development of the country, the 
Fiscal Commissjon lound that it bad been hmited and slon 
They endorsed the conclusion drawn by the Industrial 
Commission that “ the industrial system is unevenly, and 
m most cases inadequately developed, and the capitalists 
of the country, with a few notable exceptions, have till 
now left to other nations the work and the profit of manu- 
facturing her valuable raw materials or hav e allowed them 
to remain unutilised ” It was accepted that adequate 
development of suitable mdustnes would be very much to 
the advantage of the country as a whole, creating new 
sources of v. ealth, encouragmg the accumulation of capital 
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enlarging the public revenues, providing more profitable 
employment for labour, reduang the excessive dependence 
of the country on the agriculture and finally stimulating 
the national life and developing the national character ^ 
The Policy of Discriminating Protection since 1923-24. — 
The policy of protection was unanimously recommended 
as more suitable for the industrial development of 
India Both the Commission was divided on the question 
of the application of the policy of protection The Majo- 
rity Report outlined a policy of protection to be applied 
with discrimination along certain lines Let us note, m 
brief, the details outlined by the Commission The scheme 
of discriminating protection was to be worked with the 
assistance of a Tariff Board, so that before an industry 
could be awarded fiscal protection it should establish its 
claim to the satisfaction of the Board The Board after 
detailed investigation into the economic conditions of the 
industry is to recommend whether protection should be 
extended and, if so, the precise rate at which protection 
may be given The Commission laid down following tests, 
as conditions precedent, to be fulfilled, to the satisfaction 
of the Tariff Board, by an industry claiming protection 
Firstly, the industry must be one possessing natural advan- 
tages, such as abundant supply of raw materials, cheap 
power, a sufficient supply of labour or a large home mai- 
ket Secondly, the industry must be one which without the 
help of protection either is not likely to develop at all or 
IS not likely to develop so rapidly as is desirable m the 
interests of the country Thirdly, the industry must be one 
which will eventually be able to face world competition 
without protection Certain exceptions have been laid down 
under which an industry may be granted protection even 
if it fails to satisfy the aforesaid principles An industry 
which IS essential for national defence and for which con- 
ditions in India are not unfavourable, should if necessary, 
be adequately protected, irrespective of the conditions laid 
down above Further, protection to basic industries should 
be determined by considerations of national economics 
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The Minority Report, however, did not approve of this 
sort of pobcy of discriminating protection and stressed m 
unqualified terms that the fiscal policy best suited for India 
IS protection They supported a policy of mtense mdus- 
tnalisation “ While we agree,” says the Minority Report, 
“ that the policy of protection should be applied with dis- 
crimination, we do not think that any qualifications or 
limitations should be made a condition precedent to its 
adoption The conditions laid down m the Majority Report 
are stringent and will delay the pace of industrial expan- 
sion ” Thus, the Commission ivas unanimous in recom- 
mending that the policy of discrimmatmg protection* 
should be adopted, hut they differed as to the qualifications 
to be imposed on the application of the policy 

It IS generally agreed that the policy of protection should 
be applied with discrimination Indiscriminate protection 
of all Indian industries nould lead to waste There should 
be a reasonable chance for the industry seeking protection 
to be able to lace world competition without protection in 
the near future, except where the industry is essential for 
national defence Protection should essentially be tem- 
porary The other tests laid down by the Majority Report 
of the Fiscal Commission, as conditions precedent to be 
fulfilled by an industry claiming protection, are rigid. Of 
course, much depends upon way in which these conditions 
are interpreted The rigidity of the conditions would be 
materially relaxed if a liberal mterpretation is put by the 
Tariff Board But a strict mterpretation would seriously 
retard the industrial development of the country Besides, 
for an industrially backward country it is undesirable to 
put these rigid conditions and fetter thereby the discretion 
of the Tariff Board For instance, it is not always neces- 
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sary that an industry seeking protection shom^ show an 
abundant supply of rav. natenals The strucjture of the 
Lancashire cotton mdustrr. shows Us beyond dcjubt that an 
effici°nt industry can be organised wuthout abundant 
supply of raw materials” Lancashire cotton inillc import 
their rav. cotton from the distant countries the United 
State® Similarly the Japanese cotton mill mdustrv draws 
its raw cotton from India and the United States. The jute 
Tnille; at Dundee depend for their raw mater ial on jute 
imported from India And yet these industries compete 
successfully mth the Indian industries m In^a Such 
cases can be multipbed Similarlv “ a large home market 
IS not always an essential pre-requisite of an efEcient 
mdustry If these conditions were imposed by Bntain, 
Japan, German' etc most of the organised industries 
would ha\e been nipped in the bud and the t^orld would 
iasif been poorer today Most of these advanc^j coanines 
ha\e followed a strong protectionist pobcy wnth a \uew to 
promoting a rapid mdus*nal de\elopment of the country 
In the first chapter we ha'e shown the part played by pro- 
tectionist commercial pobcy in the industnal development 
of the more important mdustnalis“d countries Thus, some 
of the conditions imposed by the Fiscal Commission are 
rigid and unwarranted by the experience of othgr countries 
These conditions should therefor® be more liberally inter 
preted. 

Machinerv of Protection. — ^The establisbmeni of a com 
petent and impartial Tariff Board is an integral part of the 
scheme of discriminating pro*®ction outbr®d by the Indian 
Fiscal Commission, which is to enquire into thg conditions 
of industries and recommend whether protectiC;n should or 
should not be es-tended to them and if extendsd^ what the 
rate of protection should be heedless to ajd that the 
success of the schem® dep®iids upon the efficiency of the 
Tariff Board. The most essential requirement is that the 
Board must be a permanent body * so zis to Eecu>e consistent 
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decisions and continuity of policy The importance of a 
continuous and consistent commercial policy, free from 
sudden and violent changes, cannot be over stated In the 
absence of an assurance provided by such a policy, the 
protected industries would not attract sufficient capital and 
enterprise essential for rapid and ordered industrial deve- 
lopment In the case of industrially backward countries 
a relatively stable protective tariff is of greater importance 
Besides, a permanent Tariff Board will command better 
expert technical knowledge and will be able to maintain 
more disinterested and detached attitude m making recom- 
mendations than a temporary ad hoc Board The security 
of tenure must therefore be assured 
The Indian Tariff Board is an ad hoc body, appointed 
by the Government of India to investigate the claims of a 
particular industry for protection and report thereon to the 
Government The Board is constituted for each enquiry 
with specific terms of reference Thus, the most important 
recommendation of the Fiscal Commission for a permanent 
Tariff Board has been ignored by the Government of India. 
The experience of other advanced countries has shown the 
importance of a permanent Tariff Board The Government 
of India ha®, however, thought it expedient to experiment 
with the temporary Board T^e consequences of this 
temporary tenure are far-reaching and vicious The mem- 
bers who are not guaranteed security of tenure, naturally, 
try to placate the Government of India It is idle to expect 
of the members of an essentially temporary Board, with 
prospects of lucrative posts of power and prestige awaiting 
them,” to sit on judgment over the rival British and Indian 
claims dispassionately Impartial outlook under these con- 
ditions IS a mere illusion Besides, it is very difficult to get 
the services of “thoroughly competent” people to work on 
a temporary Board No wonder if the Indian Tariff Board 
or Boards have failed to inspire confidence m the general 
public 



398 MODERN COMMERCIAL POLICY 

Even jf it were possible to get the services of competent 
and impartial members to work on the Board, it is undesir- 
able to have a temporary Board for another important 
reason It has already been said that the value of the 
recommendations of the Board would largely depend upon 
the definite and detailed information it can get aflectmg 
the costs of production This invaluable information can 
be had only on adequate assurance of preserving utmost 
secrecy For securing secrecy it is essential that the mem- 
bers of the Board should be debarred from ]oinmg busi- 
ness ‘ or any other service, after they have severed their 
connections from the Board Where the Board is temporary 
this condition, otherwise essential and invaluable, would 
be a serious hardship on the members The Government 
of India have, therefore, been unable to impose this res- 
triction The most obvious result is that the manufacturers 
have on several occasions flatly refused to divulge confi- 
dential information * Even where the formation has been 
given under the present conditions its accuracy and value 
must necessarily be doubted ® The blame for this state of 
affairs rests primarily with the Government of India The 
manufacturers are right in refusing to disclose confidential 
data relating to their industry when the same can be easily 
placed at the disposal of rival firms 

The functions of the Tariff Board should be fairly wide 
The Board should study generally the effects of our com- 
mercial policy as a whole and suggest suitable changes to the 
Government of India The Fiscal Commission* rightly sug- 
gested that the Tariff Board should investigate the claims of 
particular industries for protection, watch generally the 
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effects of the measures of protection,* report on the nature of 
Imperial Preference that India may accord in her national 
mterests, to watch generally the effects of tariff policy, etc 
Further, the Tariff Board should make a correct estimate 
of the direct and indirect costs of any measure of protection 
it may recommend. 

The powers of the Tariff Board, appomted by the Gov- 
ernment of India from time to time, have been strictly 
limited The Board has had to mvestigate only those ap- 
plications for protection which were referred to it by the 
Government of India The scope of investigation is also 
strictly limited by the terms of reference This restriction 
limits the value of the enquiry and the recommendations are 
also strictly limited by the terms of reference Besides, the 
Board has not been given power of compelhng the parties 
to produce the necessary data, which they otherwise refuse 
to place before it The Tariff Board has, therefore, often 
to base its recommendations on secondary data, which 
impairs considerably their accuracy 

In this connection the expenence of the Australian Tariff 
Board is instructive The Mmister of Trade and Customs 
has to refer to the Board for enquiry and report matters 
relatmg to (1) classification and valuation of goods, etc ; 

(2) proposals for new increased, reduced or deferred duties, 

(3) grantmg and effects of bounties, (4) the intermediate 
and preferential schedules, (5) any complamts against 
manufacturers abusing the State aid afforded to them by 
the tariff, (6) the general effects of the workmg of the 
Customs and Excise Tariff on the industries of the coun- 
try, (7) the fiscal and industrial effects of the Customs 
Laws, (8) the relative effects of the duties on raw materials 
and on fimshed goods (and partly finished goods), and (9) 
any other matters affecting the encouragement of indus- 
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tries The Board is empowered to recommend after a 
careful enquiry’ into the conditions of an industry, about 
which a complaint is made, that the amount of duty pay- 
able to Its commodities be abolished or reduced or that 
such action might be taken as the Board deems fit. The 
Board is empowered to enquire and report on its own 
imtiatne on any matters relatmg to subjects in (6) and (9) 
above Thus the powers of the Australian Tariff Board 
are fairly wide and it has initiative in certain respects 

The practice of vesting the initiative in respect of inves- 
tigation with the Govemm^-nl of India is both dilatory and 
dangerous It is dilatory because an industry seeking pro- 
tection has to satisfy the Commerce Department as regards 
the validity of its claim before it can be referred to the 
Tanff Board for enquiry If the Commerce Department 
carefully scrutimses the complex details of the claims and 
bases decision on the data placed before rt, the pro- 
cedure entails needless duplication of effort If the data 
IS not carefully scrutmis^, the practice reqmnng the 
detailed data to be produced before the Commerce Depart- 
ment IS apt to cause needless delay and vexation Again, 
if the Commerce Department declines to refer a claim for 
investigation to the Tariff Board without a full study of 
the data olaced before n, the industry would be denied its 
elementary right and the mdustnal development of the 
country retarded thereby The present practice is dan- 
gerous because the discretion vested in the irresponsible 
Executne may not be judicially exercised. There is no 
appeal against its arbilaiy use It cannot therefore, be 
too strongly stressed that if the public is to make full use 
of the Tariff Board the initiative m respect of investiga- 
tion must rest v/ith the Board The Board may, however, 
require a deposit from the applicants, which may be for- 
feited if the claim is found to be frivolous This provision 
would effectively eliminate vexatious claims from being 
referred to the Board 

The need for utmost pubhaty of the v/ork of the Tanff 
Board has been accepted. The Indian Fiscal Commission 
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also laid due emphasis on this point The experience of 
other advanced countnes like the United States, Australia, 
Canada, etc , supports this contention The Fiscal Commis- 
sion held that the Tariff Boarf should hold the formal 
enquiry m the public and that all possible interests be given 
full opportumty for representing their pomt of view before 
the Board Of course, the whole investigation need not be 
held m public This is an invaluable safeguard for busi- 
nessmen For instance, when evidence is being led about 
the cost of production it is essential that utmost secrecy 
be preserved about the information thus placed before the 
Board Without this protection the manufacturers would 
rightly be reluctant to divulge the information And with- 
out authentic and precise data it would be impossible for 
the Board to make any defimte and detailed recommenda- 
tions To secure this objective mere holding of the inves- 
tigation m camera is not sufficient The mdustrialists 
should have sufficient protection against the mformation 
leaking out from the hands of the members of the Board 
The Report of the Fiscal Commission is, unfortunately, 
silent on this pomt It should be noted that in the abcence 
of definite and detailed information about costs of produc- 
tion the recommendations of the Board would have limited 
value Subject to this condition, the work done by the 
Board should be given wide publicity, so that the public 
may be able to form its own judgment The Fiscal Com- 
mission said that the Government should publish the results 
of the enquiry promptly, whether it agrees with the con- 
clusions of the Board or not To give full publicity one 
feels that the Reports of the Board be published in local 
languages as well Publicity would minunise corruption 
and inspire confidence in the general public 
The Tariff Board holds enquiries in public and submits 
the results of its mvestigations in the form of a report to 
the Gov emment of India The fiscal Commission recom- 
mend that “ the Government should publish the results of 
the enquiry promptly, whether it agrees with the conclu- 
sions of the Board or not " The prompt publication of the 
Report, the Commission rightly thought, would mspire 
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needed for fonniilatmg a national economic policy and not 
merely conduct enquiries on claims for protection of specific 
mdustnes Investigation of claims for protection should 
only be a part of its busme'^ Its mo’‘e important function 
should be to place definite suggestions, based on its detailed 
studies affecting the economic policy of the country before 
the legislature for approval Th^se studies should be pub 
lished As regards th** enquiries for protection, they should 
be more thorough and ba«ed on fuller data Both direct 
and indirect costs of protection should be definitely ascer- 
tained and the mterests of consumers given due rc eight 
The Board should also state the time-limit withm which an 
industry to be protected would b“ able to dispense with 
protection The Board should keep a watch over the 
rvorkmg of the protected mdustnes to see that the> k“ep 
themselves abreast of the most recent developments and 
mamtam their equipment at the highest pitch of efficiency 
If maximum eScienc> is not maintamed, p’otection should 
be withdrawn 

Policy of Discriouaa'iiig Protection Betards Rapid Indus- 
trial Development 

Indian Glass Industry,— The case of Indian glass industry 
IS interesting it illustrates the rigidity of the conditions 
imposed by the Fiscal Commission and th® arbi*^ary rejec- 
tion of the recommendations of the Board by the Govern- 
ment of India The Tariff Board m the course of its 
m\ estigations, found that th®re were ample deposits of sand, 
sandstone or rock suitable for use m the manufacture of 
glass and that the sand used m Indian glasa works was 
obtained from the deposits in the country Indian sand 
by suitable treatment could be used for the manufacture 
of the best glass Sand represents the largest proportion 
of the raw matenak used Soda a^h which constitutes 25 
per cent of the raw materials used, was imnorted. In 1927, 
when an application for protection w as made by the ^ass 
industry, the Government of India had suggested that the 
industry could not be said to enjoy an) natural advantage 
so long as it was dependent on imported soda ash But 
the second Tariff Board adopted a more liberal attitud® in 
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interpreting the condition laid down by the Fiscal Com- 
mission and held that even if the mdustry was confined per- 
manently to the use of imported soda ash the claim for 
protection could not be rejected unless it was found on 
balance that the industry did not possess sufficient natural 
advantages. Limestone was available in abundance Coal of 
good quality could also be had Labour supply was cheap and 
abundant There was no shortage of skilled labour The 
inferior quality of much of the glassware made was due 
not so much to lack of skill on the part of the workmen 
as to lack of organising ability on the part of the manage 
ment As regards the market the Board found that apart 
altogether from plate glass scientific glassware the best 
tableware and electric bulbs which the Indian mdustry did 
not attempt to make there was in India a market sufficient 
not only to absorb the whole of the production of the 
factories then in existence but also to encourage the esta 
blishment of new lactories * There are also opportunities 
for export Besides a substantial expansion m the demand 
for glassware in India m future can be expected as the 
consumption is likely to grow They also foimd that the 
industry was faced with unfair competition against which 
It needed protection If suitable protection is given the 
industry would eventually be able to face world compe 
tition In view of these findings they made detailed recom 
mendations for protection The Board submitted its report 
in 1932 but its pubbcation was delayed for about two years 
Besides the Government of India rejected the recommen 
dations of the Board 

Electric Wire and Cable Industry — The claim of electric 
wire and cable industry for protection was turned down by 
the Tariff Board on the plea that it failed to satisfy the 
conditions laid down by the Fiscal Commission The in\ es 
tigation showed that there was very lAide home market 

The maximom capacity of the Indian works is well within 
the total market available in the country Besides the 
consumption of electric wires and cables is rapidly increas 
ing in India and there is a fairly good scope for the 

iT \de n po-t, Para. 6 ' 
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expansion of home market in future Sufficient labour 
supply was also available The power cmoloycd in the 
works was electric power of which sufTicient supply 
was available for the maxmimum requirements of the 
company The important raw materials used were electro- 
lyptic copper rod, lead and raw rubber Of these raw 
material, was, however, imported. The Board found that 
necessary supplies of copper were not available and that 
unless a market for 3,500 tons was defimlely assured and 
the pnee of clectrolyptic copper rod rose considerably 
higher, there was no likelihood whatever of clectrolyptic 
copper rod being manufactured m India Therefore it was 
held that the Indian Cable Industry did not satisfy the first 
condition laid down by the Fiscal Commission. 

Magnesium Chloride Industry.— .The Fiscal Commission 
had rightly laid down the condition that on industry seek* 
ing protection must eventually be able to face world 
competition without protection But in the case of an 
industrially backward country like India this condition 
ought to be liberally mlerprclcd m its application, lest it 
should cripple industrial enterprise In practice, as a result 
of strict interpretation of this condition protection was 
refused to some important industries which would easily 
have secured State assistance cien m industrially advanced 
countries like the United Kingdom or the United States 
The Report of the Tariff Board on the Magnesium Chloride 
Industry of 1925 is very instructive in this connection In 
the pre-war period Germany enjoyed almost a monopoly 
of the world’s production of magnesium chloride Being 
bye-products, the Gorman manufacturers can afford to sell 
them at exceptionally low prices During the war, when 
the German supplies were cut off, there was a serious 
shortage of magnesium cblnride w India and prices rose 
rapidly The manufacture of magnesium chloride was, 
therefore, started m 1916 at Kharaghoda For the fix six 
years the company was “ exceedingly prosperous " In 1922, 
however, the prices of German supplies dropped heavily 
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so that by the end of the year the factory had to be closed 
Thereafter application was made for protection The Tariff 
Board found that the supplies of raw materials were enor- 
mous and far m excess of the quantity necessary to meet 
the total requirements of India Labour was also cheap and 
plentiful The quality of magnesium chloride made at 
Kharaghoda was found to be satisfactory The Board, 
however, refused to recommend the grant of protection on 
the plea that it was doubtful if the industry could even- 
tually exist without protection in face of German compe- 
tition This IS a special case where an Indian industry had 
to compete with a foreign monopoly, which had control of 
the world market The German monopoly could easily 
dump supphes in the Indian market to oust out her Indian 
competitors These considerations ought to have been taken 
into consideration in determmmg the claim for protection 
Where an industry has to compete with a ivell-orgamsed 
monopoly, with greater resources and wider markets, the 
period within ivhich the domestic industry may be able 
to face competition unaided is apt to be longer Further, 
competition to be faced must be fair In short, the 
magnesium chloride industry, which possessed all the 
natural advantages, should not have been denied protection 
on the ground that it could not face the comneti^ion of 
German monopoly The right policy is to recognise this 
industry \/hich possesses all natural advantages on proper 
lines so as to improve its efficiency, strengthen its financial 
resources by State aid and help to lower the cost of pro- 
duction Thus a liberal mterpretation of the condition, 
adequate state assistance and effective supervision and 
regulation of the protected industries are essential for an 
efficient and rapid industrial development of India 
From these few stray lUustrations it will be seen that 
the rigid conditions imposed by the Fiscal Commission, 
strict interpretation by the Tariff Board and arbitrary 
actions of the Executive have all conspired to retard a more 
rapid development of Indian industnes Some of the most 
important industries have been denied State assistance on 
the plea that they do not fulfil the conditions laid down 
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by the Commission It has already been shown that most 
of the advanced countries have orgamsed their mdustnes 
under strong tariff walls unfettered by rigid conditions 
The economic development of these countries briefly 
reviewed m the first chapter is an invaluable guide in 
moulding the commercial policy of mdustrially backward 
countries It shows us that these rigid conditions are need 
le's and mimical to national interests It is possible to 
develop sound and prosperous mdustnes with the aid of 
protection even though they do not strictly satisfy the ngid 
conditions laid down by the Majority Report of the Fiscal 
Commission For instance the British cotton textile mdus 
try could not have grown ud if the Bntish Government 
had refused protection on the plea that the most important 
raw material cotton had to be imported Today the 
Lancashire cotton industry imports raw materials from 
distant countries and exports its finished products to distant 
foreign markets and is still reckoned as one of the most 
important British mdustnes The Japanese cotton industry 
likewise depends on imported raw cotton and foreign 
markets for its finished goods and yet it is one of the most 
efficient industries of the world Same is true of some 
of the other leading industries of the world In other 
words if Britain had based her commercial policy on these 
rigid conditions she could not have become the workshop 
of the world by 1850 Her mdustnal pre eminence is due 
largely to the prompt and effective policy of protection 
which led to rapid and intense mdustrialisation of the 
country The fears of the Minority Report of the Fiscal 
Commission that the^e conditions are stringent and that 
they will delay the industrial development of the country 
have come true 

Arbitrary Rejection of Tariff Board Findings —This is 
not all At times the Government of India has arbitrarily 
rejected the recommendations of the Board without placing 
the same before the Indian Legislature The case of glass 
mdustry is most conspicuous The Government of India 
delayed the publication of the Report for two years and 
rejected the proposals of the Board In several cases the 
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Government have accepted the recommendations of the 
Board onlj in parts For instance, the Government of 
India refused to accept the unanimous recommendation of 
the Board on Cotton Textile Industry, 1927, about the im- 
position of an additional duty of 4 per cent on all cotton 
manufactures They also rejected the proposal for a bounty 
on the spinnmg of finer counts 32* and higher Only after 
a strong agitation the Government modified their decision 
and agreed to impose a duty of 5 per cent ad valorem or 
annas a pound, whichever was higher, on all imported 
cotton yam In the case of the Heavy Chemical Industry, 
the Board recommended, inter aim, that railway rates be 
reduced m order to facilitate the formation of a combme 
But the Government declined to accept this recommenda- 
tion Similarly, the Tariff Board m their report on Paper 
Industry recommended that Government should assist th“ 
mdustry by an advance of capital to the Indian Paper 
Pulp Company from their own resources or by the guaran- 
tee, m respect of both principal and mterest, of a public 
issue of debentures in order that the possibilities of manu- 
facture of paper by the sulphite process might be fully 
explored Further, they recommended that the Karnatic 
Paper Mills which intended to make paper from bamboo 
by the soda process, might also be assisted with capital 
in the same manner as the Indian Paper Pulp Companj 
provided the Technical Advisors of the (^vemment of India 
■were satisfied that the scheme had reasonable prospects of 
success The Government however refused to give finan- 
cial assistance and instead extended the period of protection 
recommended by the Board from five to seven j ears 
Industrialisation under the Policj of Discriminating Pro 
tcclion — Notwithstandmg the rigid conditions imposed upon 
the application of the pobcy of discriminating protection, 
some Indian industries have received mvaluable assistance 
and recorded marked growth Indian steel mdustry has 
expanded considerably with the aid of protection In 
certam branches protection is dispensed with and the 
mfrctstry is a’oie to face world competition Sugar industry 
has also recorded rapid expans'on imder the spur of tariff 
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protection. The number o£ mills producing sugar 
increased Irom 32 in 1931-32 to 154 in 1937-38 and the out- 
put of sugar from 158,581 tons to 10,50,000 tons during the 
same period The imports of sugar declined from 511,319 
tons in 1931-32 to 20,000 tons in 1937-38 Indian match 
industry has also progressed rapidly and today India has 
become self-sufTicient in respect of her match requirements 
The domestic industry supplies the whole market Protec- 
tion has been dispensed with The match industry now 
faces world competition without the aid of protection The 
development of paper industry has also been encouraged 
under the spur of protection, although the help given was 
inadequate Indian cotton mill industry would have suf- 
fered a great deal m the absence of tariff protection it 
has hitherto enjoyed 

Need for a Bolder Policy of Industrialisation —These few 
illustrations clearly show that oven a half-hearted and halt- 
ing policy of protection can help the industrial expansion 
of an industrially backward country If the policy had not 
been hedged with the rigid conditions and the protection 
extended was adequate and prompt, the industrialisation 
of the country would have been more rapid. This docs 
not mean that the Government of India should have ex- 
tended protection indiscriminately to all industries claim- 
ing protection Indiscriminate protection would be both 
wasteful and dangerous Protection must bo extended only 
after careful and detailed investigation of its implications 
by an export body, which we call the Tariff Board What 
we want is that protection to be successful should be 
adequate and prompt The Government of India should, 
therefore, apply the policy of protection with sufficient 
boldness and discrimination The ngidity of the conditions, 
discussed above, should be relaxed 

Tb/i V.?ivAed, ’tiWx'n •iTid-os^m-s 

have made under the policy of discriminating protection 
is due largely to the liberal mterpretation put In certain 
cases by the Tariff Board on the conditions impo~ed by the 
Majority Report of the Fiscal Commission For instance, 
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m the case of match industry it was found that India did 
not have an abundant supply of raw materials but the 
Tariff Board waved the condition on the ground that no 
country in the world was seif supportmg in regard to all 
or most of the rav; materials Similarly in the case of 
paper mdustry the conditions were liberally construed It 
was found that the supply of sabai grass the most impor 
tant raw material used by the Indian paper mills was both 
iimited and unsatisfactory o that the mdustry could not 
strictly be said to possess an abundant supply of raw 
material* Besides with the imsatisfactory supply of raw 
materials it was not likely that the paper mills could dis 
pense \/ith prote tion in the long run as required by the 
third conditions But the Tariff Board felt that the bamboo 
pulp industry had a great future and if it was properly 
developed India would then be abl“ to provide the im 
portant raw materials to her paper mills and have a surplus 
for export On this plea the Tariff Board recommended 
protection 

Imperial Preference— Apart from the rigid conditions 
discussed above with which the policy of discriminating 
protection i* hedged the adoption of Imperial Preference 
by the Government of India as an integral part of our 
commercial policy has militated against the rapid indus 
triali ation of the country It has been shown that in the 
second half of the mneteenth century with the growth of 
mdustries in Europe and America British manufacturers 
were faced with increasmg competition m foreign markets 
This competition grew and assumed a senous form m the 
last decade of the nineteenth century The aid of Imperial 
Preference was therefore sought as an escape from the 
otherwise d ficuit situation The dangerous implications of 
this change m commercial pobcy were probably not realised 
in full by 1 s sponsors then The policy of extreme econo 
mic self sufficiency and growmg economic imperialism 
v/hich have restricted world trade and constitute a serious 
menace to world peace are m no small measure due to the 
exploitation of imperial sentiments for narrow self mte 
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very much less m need of preference than do manufactures, 
and that the gam to them by preference is lihely to be 
corxespondmgly smaller With regard to foodstufis, the 
gener^ tendency m most countries is to admit them free 
and the possibilities of preference are limited 

The Commission carefully exammed the preference 
granted to Indian products in the U K and came to the 
conclusion that "Indian exports are not capable of bene- 
fittmg to any great extent bj preferential rates, particu* 
larlj such as can be granted in the Umted Kmgdom ” Even 
if British tariff policy was modified mth a \new to 
extendmg tlie field of preference, they held that the gam 
to India n ould not be great Both the actual and possible 
gam that India maj derive from preference m the British 
market is small Per contra, India can accord %aluable 
tariff preference to British unports But such preferences 
V ould impose a serious burden on tlie Indian consumers The 
Commission agreed that it is unreasonable to ask the 
Indian consumer to bear an appreciable burden for the 
benefit of British manufactures "Such burden as appears 
to us mevitable m the pursuit of a pobcy of more rapid 
industrial de% elopment the Indian consumer may be asked 
to bear But he should not be called upon to bear an 
additional burden on top of this for the furtherance of 
mterests which are notprunarilj Indian The> also admit- 
ted that ‘ any considerable application of a policy of prefer- 
ence w ould cause distmct economic loss to India ' Thus a 
stud} of the Majoritj Report of the Fiscal Commission 
re\eals that the pohcj of Imperial Preference is definitely 
mjurious to Indian interests 

Fmdmg that the polici of Imperial Preference was 
definitely against the economic mterests of India the Fiscal 
Commission recommended that India should adopt this 
policy “as a test of loyalty to the Empu-e They said 
“ Imperial Preference is regaraed throughout the Empire 
as a means of strengthenmg the ties which bind together 

1 \iJ» raiu. 293. 
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Its scattered units We would not have India standing 
in a position of moral isolation withm the Empire ” India 
was, therefore, expected to help to maintain the prosperity 
of British export trade as a member of the British Empire 
The Majority Report of the Fiscal Commission hov,ever, 
held that the policy of Imperial Preference should be 
adopted only with the free consent of Indian public opinion 
“ The Indian view,” they held ” can be best ascertamed by 
reference to the Council of State and the Legislative 
Assembly without whose free consent no such policy can 
be adopted ” The Comrmssion also laid down certam prin- 
ciples which should govern the application of the policy, 
if adopted Firstly, no preference should be granted on anj 
article without the approval of the Indian Legislature 
Secondly, no preference given should in any way dimmish 
the protection required by the Indian industries* Thirdlj, 
the preference should not mvolve any appreciable economic 
loss to India after taking into account the economic gam 
which India derives from the preference granted her by 
the United Kingdom Fourthlj before the Legislature is 
asked to pronounce an opinion on the pohej, the Tariff 
Board should carefully examine the case of each mdvvidual 
commodity in the light of the aforesaid principle* No 
preference should bo to the detriment of Indian interest* 

It is essential to note that the adoption of the policy of 
Imperial Preference was advocated bj the signatories of 
the Majority Report only in their individual capacity, with- 
out an> backing of public opinion in the country The 
entire public opinion was definitely against the adoption 
of an> such policj The Report itself admits ‘the almost 
complete unanimity with which the Indian witnesses 
opposed the principle of Imperial Preference" India was 
therefore, m no wa> committed to the policy of Imperial 
Preference 

Preference within Protection Steel —Notwithstandmg 
the marked hostility of Indian public opinion against any 
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form of Imperial Preference the Government of India has 
gradually led the countrj mto it Tvs o important Indian 
mdus*^nes steel and cotton, will be revnewed here bj way 
of illustrations The sj stem of preferential duties in f av our 
of British manufacturers was first introduced bj the Steel 
Industrv (Protection) Act of 1927 The Tariff Board in its 
enquiry on Steel Industry m 1927 had recommended a 
^^.tem of differential duties higher duties on Continental 
and lower duties on British steel A sjstem of uniform 
duties it was argued would irapos'* a heavner burden on 
he consumer of standard Er tish or Indian steel than a 
ssstem of differential duties The Board held that a 
S 3 stem of differential duties is desirable in the mterests of 
India on economic ground* fo the adequate p”o*ec ion of 
Indian maustries and ofter a fair ad 3 ustment of the bur 
den involved ^ To remove the impression that a sjstem 
of differential duties m th® form suggested mvolves the 
adoption of Imperial Preference in relation to steel the 
Board laid down that these proposals do not unply a 
definite decision on the question of policy 

The differential duties on iron and steel were further 
altered by an agreement supplementary to the Indo British 
Trade Agreement of 1932 signed at London m September 
2932 The Indian Delegation was anxious to find out ade 
quate outlets for Indian pig iron for its export markets 
had tended to decline They thought that exports of Indian 
pig mon to Japan had an uncertain future for Manchuria 
was expected to supply the Japanese demand Therefore 
attempts were made to secure the British market Further 
the Delegation felt that they could secure additional market 
for substantial quantities of Indian sheet bars and billets 
m the Umted Kingdom since Britain had imposed an 
import duty of 33 per cent on foreign steel m June 1932 
The duty was expressly protectionist in purpose intended 
to improve the efficiency of British steel mdustry and 
encourage horn® production to fill the gap caused by the 
exclusion of Contmentaf imports The Indian Delegation 

1 n^port of be T&xiff &oard 19 P&n 10 
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ho’vever, was under the belief that “if could b“ 

reach''d with the British Government, Indian steel ard pig 
iron v/ould replace much of the continental material” 
Even this meagre and indefinite concession could not be 
had without offering additional advantage:^ to the British 
manufacturers in the Indian market Since the p’^otected 
classes of steel could not be touched, the additional advan- 
tage was accorded to galvanised steel sheets The differ- 
ential duties agreed to v/ere as follows (i) Hs 30/- a ton 
on sheets made m the Umted Kingdom fron Indian sheet 
bars (ii) Rs 53/- a ton on sheets made m the United 
Kingdom from other sheet bars (iii) Rs S3-12-0 a ton on 
sheets mad<* m the countnes other than the United King- 
dom 

In case non British sheets were imported at loAer prices 

tarn the level of pnees Tbese terms were embodied m 
an agreement which came into force from January 1st, 1933, 
and were to remain m force until the reco’nriendations of 
the next Tariff Board on the Iron and Steel Industry were 
enforced This Agreement was claimed by the Delegation 
to be advantageous to both the countries In practice it 
v/as found to be cumbrous and conferred only limited 
benefits on the parties The representatives of the British 
Steel Industry, therefore showed their reluctance to ren»w 
the agreement The Indian Tariff Board Report of 1934 
on Iron and Steel Industry laid down that tne Agre®m<*nt 
had served its purpose and its rcnev/al was not d^sirabl" 
The Agreement was, therefore, not renewed. 

It 13 surprising to find th** Tariff Board recommending 
preferential duties on Bntish galvanised sheets imported 
mto India, notwithstandmg the refusal of the British manu- 
facturers to accord favoured treatment to Indian steel bars 
The Board argu'*d that the system of differential duties 
embodied in the Steel Industry (Protective) Act of 1927 
had worked quite smoothly without entailing any hardship 
either to the steel mdustry or consumers, and they saw 
therefore no reason to consider any change m the system. 
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It must, however be noted that differential duties were 
never imposed on galvanised sheets by the Act of 1927, 
nor were any such duties recommended by the Tariff Board 
of 1930 which was especially authorised to mvestigate the 
case of galvanised sheets These differential duties were 
for the first time imposed by the Iron and Steel Agreement 
of 3932 Further, since the Bntish Steel Industry had 
declmed to be a party to this Agreement characteris- 
ing it as a wasteful and unsound there was no necessity 
for Indit to accord tariff preference on Bntish galvanised 
sheets The Tariff Board of 1934 however, recommended 
a duty of Rs 10/ per ton on Bntish sheets and Rs 40/- 
on non British sheets imported into India in order to main- 
tain the principle of reciprocity agreed upon the Ottawa 
In support of this case the Tanff Board argued as follows 


The duties under our scheme of protection are based gene- 
rally on the current market prices of British and Continental 
steel In the case of galvanised sheets however we have 
estimated the duties on a different basis Since November 1923 
the price of galvanised sheets has been fixed at an artificial 
level under the Ottawa Agreement No direct information is 
therefore available regarding the level of market prices under 
ordinary competitive conditions and our estimate of market 
prices has in consequence to be based on someahat arbitrary 
considerations Two arbitrary methods have been open to us 
first to take the average price In the early half of 1932 and 
adjust it lor the variation m the price of spelter since that 
period and secondly to proceed on the basis of calculation 
adopted by the Ottawa Delegation namely to take the United 
Kmgdom price at the lowest figure which the Delegation con- 
sidered would give a reasonable return to the British manufac- 
turer and to take all continental prices at the lowest figure 
actually reached in recent importations Under ordinary con 
ditions we should be mclmed to adopt the first method in esti 
mating the measure of protection The United Kingdom prices 
in the case should be almost the same as continental prices 
and there would be no scope for difierential duties We have 
however decided to adopt the other method which is calculated 
to give the Bntish manufacturer a definite advantage consis 
tently with the interests of the mdustry Our object m doing 
SO IS to maintain as far as it is now possible the principle of 
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Tcclproclty underlying the pttawa Agreement relating to galva- 
nised sheets 

Thus, the Board admitted “that there was no scope for 
differential duties" And yet they were anxious *‘to give 
the British manufacturers a definite advantage " consistent 
"with the interests of Indian industry” This sort of 
reasoning lacks clanty Discriminating protection being 
the accepted pobey of the Government of India, it is the 
primary duty of the Tariff Board to accord adequate pro- 
tection to Indian industries Discriminatory treatment 
should be scrupulously avoided Besides, it is difficult to 
get precise information about the cost of production of 
foreign manufacturers If, therefore, the duty of Rs 40/- 
per ton was found to be just adequate to protect the 
domestic industry, the concession of Rs 30/- per ton offered 
to the Bntish manufacturer cannot be said to be “con- 
sistent with the mterests of the Indian industry" In 
short, Indian steel industry got inadequate protection It 
must impair efficiency of the industry and prolong the 
period of protection This is rather a heavy price to pay 
for the so-called Ottawa spint of reciprocity Besides, there 
was no case for the spirit of reciprocity m view of the 
attitude adopted by the British steel manufacturers In 
short, the preference in favour the British steel manufac- 
turers was unwarranted on economic grounds The duty 
should have been uniform 

These lower preferential duties recommended by the 
Tariff Board on British steel imports have been detrimental 
to the interests of Indian steel industry, Indian consumers 
and the revenue of the Government of India There was 
a considerable diversion of trade, the continental sup- 
pliers of steel to India were replaced by the British manu- 
facturers This diversion of trade has been admitted by 
Ytis Viaje^y-s 1 ra6e tLommissioner 'in '^ndia In 'nis Tteport 
for 1935-36 he said “The United Kingdom share has 
increased under almost every item, largely due to the effect 
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of the differential duties ms-a-tiis foreign suppliers”'^ As 
a result of this diversion of trade revenues of the Govern- 
ment of India have also suffered 

It was not necessary for India to grant this discrimina- 
tory tariff preference to the British steel manufacturers 
India IS the cheapest large-scale producer of pig iron m 
the world, because she possesses unique natural advantages 
She has excellent iron-ore deposits, abundant supplies of 
coal in close proximity, and good supplies of other raw 
materials like limestone, magnesite and ranaganese Indian 
pig iron needs no protection and any surplus produced 
above the requirements of the domestic steel mdustry can 
be easily marketed abroad, for tt combines to “a smguJarly 
successful degree both quality and cheapness " and is much 
appreciated m the overseas markets 

Indian steel industry, however, at present suffers from 
some disadvantages m comparison with her foreign com- 
petitors, due to lack of skilled labour scarcity of technical 
supervisors, high cost of capital and the necessity of im- 
porting plant and machmery Despite these advantages 
the industry has recorded rapid progress and competes 
successfully with her foreign rivals The duties imposed 
on the imports of competitive steel products since 1934 
have been more m the nature of anti-dumpmg provision 
Therefore, there was no need to resort to discnmmatory 
tariff preference m favour of British manufacturers 

Pnaferencc within Protection Cotton — The differential 
duties were also extended to imports of foreign cotton 
piece-goods By the Cotton Textile Industry (protection) 
Act, 1930, the revenue duty on piece-goods was raised from 
II to 15 per cent and m addition, a protective duty of 
5 per cent cd valorem with a minimum of annas a 
pound on ‘ plain grey goods ’ was imposed for three years 
on cotton piece-goods imported from countries other than 
the United Kmgdom. Sir George Schuster justified the 
exclus on of British goods from the protective import duty 


1 Vide p 156. 
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on the plea that the duty would put a burden on the con- 
sumer with a corresponding benefit to the industry ^ 
In this connnection it is interesting to note that the Gov- 
ernment of India, m view of the strong non-official oppo- 
sition to the prmciple of Imperial Preference m the 
Legislature, adopted an extremely unusual and unjustifi- 
able procedure The Legislature was asked to pass the 
Government proposals without substantial modifications, 
or the Bill would be withdrawn. Sir George Ramy, the 
Commerce Member, said, “I would be misleadmg the 
House if I conveyed the impression that Government have 
an open mmd, or that they are prepared to discuss these 
various amendments on the footing that all of these are 
equally open for consideration. Drastic changes m the 
scheme embodied m the Bill, it would, I fear, be impos- 
sible for the Government to accept This is a glaring 
instance of the power of legislative initiative bemg abused 
by the Executive, impervious to pubbc opmion The 
legislature, therefore, accepted the proposals embodying 
the differential duties, protection with preference for British 
goods had to be preferred to no protection at alL This is 
a mockery of free consent’ on which the Majonty Re- 
port of the Indian Fiscal Commission laid so much stress 
The investigation of the Tariff Board on Cotton Industry 
m 1932 rei'ealed that the extent of British competition m 
the Indian market was undei^timated by Mr Hardy 
Thus, the \ery basis on which the imports of British goods 
were excluded from protective duty was defimtely foimd 
to be faulty The Board, therefore held that the Indian 
cotton mdustrj needed adequate protection against the 
imports from the United Kingdom as well other countries 
They advanced cogent reasons in support of their findings 
In the first place, they say that it is extremely diffi cult to 
estimate the degree of direct competition from particular 
countries on. the basis of the available data. Even if it 
were ascertamable with some approach to precision, it 
would not help to detenmne separately the extent of pro- 
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tection necessary against imports from different sources 
For mduwt competition in the form of substitution 
operated over a wide range of similar, if not identical, 
articles derived from different coimtries Secondly, it is 
as necessary for efficiency and economy to encourage the 
production in India of goods of finer counts as of medium 
and coarse counts The Board nghtly argued, "If it is 
granted that there is a case for protectmg medium and 
coarse counts which represent 80 per cent of the aggre- 
gate Indian market, then to the extent that the production 
of finer counts will help to reduce the cost of manufactur- 
ing medium and coarse coimts m the same nulls, the ex- 
tension of protection to the former must be a logical result 
of granting protection to the latter, and a necessary step 
towards shortening the period of protection and reducing 
the burden on the country Further, the encouragement 
of production of finer counts would induce people to grow 
cotton of superior grades m the country Therefore, the 
Board recommended uniform nummum specific duties on 
imports from all countries including those from the United 
Kingdom These protective duties, uniformly applicable 
to all imports, the Board did not want to be altered by 
the Imperial negotiations at Ottawa Hie Government of 
India however, it seems, did not approve of the aforesaid 
proposals, for though the Report of the Board was signed 
on loth November, 1932, it was not made public before 
March 3934 In the meantime, the Indo British Trade 
Agreement was signed at Ottawa and put mto effect Thus, 
the Government of India ignored the recommendations of 
the Tariff Board This is not all They signed the Indo- 
Bntish Trade Agreement at Ottawa in 1932, embodying an 
extensive scheme of Imperial Preference without any 
authoritative mvestigation by the Tariff Board of its eco- 
nomic implications as envisaged by the Fiscal Commission 
Thus, Imperial Preference became an integral part of our 
commercial policy without any expert enquiry — ^nay, 
inqnte of it. 

The Indian Tariff (Textfle Protection) Amendment Act 

1 V de Report of tbe TanS Bond OB Cotton Isdustr; 1S32 p 109 
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of 1934, incorporating the duties agreed to in the IndtH 
Japanese Trade Agreement and the hlody-Lees Pact, fur- 
ther, strengthened the scheme of Imperial Preference on 
cotton piece-goods imported into India. The TariS Board 
Report was superseded. The Act, which came into force 
from 1st May, 1934, goes a step ahead of the Provisions of the 
Mody-Lees Pact We will discuss in detail the pro^dsions of 
the Pact at a later stage. It is sufficient at stage to 
note that the Pact provided that in respect of cotton yam 
imported from the UJC. the duty be 5 per cent, ad txilOTCm 
vdth a specific minimum duty of li annas per pound on all 
counts be leaded. The Act, however, exempted yams of 
counts above 50’s from specific duties and thus made an im- 
portant departure from the terms of the Pact. 

It seems that the recommendations of the Tariff Board, 
which were framed with a view to promoting the gro^^ 
of Indian cotton industry, if adopted by the Government 
of India, might have affected adversely the I^cashlre 
interests. According to the Report of His Majesty’s Trade 
Commissioner in India the recommendations of the Tariff 
Board, if adopted, “would have been most damaging to 
Lancashire interests.”* He further adcis : “ Tbe Indo- 
Japanese Treaty and the Bombay-Lancashire Agreement, 
by rendering mapplicable the proposals of the Tariff Board, 
have prevented a further serious blow to t)ur teirtile trade. 
The Tariff Board recommended fairly high specific rates 
on goods from all sources, whirii would have fallen parti- 
cularly heavily on the U.K. fabrics. The new Act, by 
retaining the system of ad nlorem duties and by making 
provision for substantial differential margins between the 
duties on the U.K. and foreign imports respectively, has 
provided a more equitable basis of fiscal treatment from 
the U. K exporters standpoint.’’^ Thus, the recommenda- 
tions of the Tariff Board w’ere rejected in the interests of 
Lancashire. The policy of discriminating protection was 
once again tempered. 
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The Indian Tariff (Textile Protection) Amendment Act 
of 1934 granted protection to the Indian cotton industry 
for a period of five years, but the duties on British goods 
were to remain m force only for two years and to be 
reviewed thereafter by the Tariff Board Accordmgly, a 
special Tariff Board was appointed by a Resolution, dated 
10th September, 1935, of the Commerce Department, Gov- 
ernment of India, “ to recommend on a review of present 
conditions and in the light of the experience of the effec- 
tiveness of the existing duties, the level of the duties 
necessary to afford adequate protection to the Indian cotton 
textile industry agamst imports from the U. K of (a) 
cotton piece-goods, (b> cotton yam, (c) fabrics of artificial 
silk and (d) mixture fabrics of cotton and artifiicial 
silk ” The term ‘ adequate protection ’ was also defined, 
According to the Resolution, adequate protection meant 
“duties which will equate the prices of imported goods to 
the fair selling prices for similar goods produced m India ’* 
The Board was enjomed to give in the course of the 
enquiry “ a full opportumty to the cotton textile industry, 
whether in India or in the United Kingdom, to present its 
case and, if necessary, to answer the cases presented by 
other interested parties” This obhgation was imposed in 
accordance with the terms of the Supplementary Indo- 
Bntish Trade Agreement The Board was not required to 
make any recommendations in respect of revenue duties * 
The Board recommended that on bordered grey goods 
(j e , ebadars, dhoties, safiis and scarves), bleached goods and 
coloured goods (excluding prints) the duty necessary to 
afford adequate protection to the Indian cotton textile 
industry agamst imports from the United Kmgdom should 
be 20 per cent ad valorem On plain grey goods imported 
from the Umted Kmgdom the Board recommended a duty 
of 10 per cent ad valorem or annas per pound whichever 

1 Vide Report pp 3-4 
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INDIAN COMMERCIAL POLICY AND TRADE 
AGREEMENTS — (ContA) 

Impenal Preference through Zndo-Bnti&h Trade Agree* 
ments of 1932 — By the linport Duties Act of 1932 Britain 
had imposed a general duty of 10 per cent ad valorem on 
all imports, with the excqition of certain foodstuffs and 
raw materials The enforcement of these duties on the 
Indian and Domimon products was, however suspended 
pendmg the deliberations of the Ottawa Conference The 
efforts of the sponsors of the Conference were successful 
and as a result Indo-Bntish Trade Agreement was signed 
Under the Agreement, Britain promised to continue to 
accord free entry to all Indian goods within the scope of 
the general 10 per cent duty Further, the British Gov- 
ernment agreed to impose new or higher duties on certain 
articles imported into the U K from non-Empire countries 
A duty of 2s per quarter was imposed on foreign wheat 
in gram. Foreign rice m husk was charged a duty of Id 
per pound Castor off, linseed oil, coconut oil groundnut 
oil, rape oil and sesamen oil were subject to an import duty 
of 15 per cent ad ralorem Linseed was subject to an im- 
port duty of 10 per cent, ad valorem Magnesium chloride 
was to pay Is per cwt For Empire coffee a preference raar- 
gm of 9s 4d per cwt was guaranteed To this must be added 
the assurance given by the British Government under 
Article 4, not to reduce the margm of preference enjoyed 
by certam Indian exports in the U K ^ Article 5 of the 
Agreement laid down that the duty on either wheat m 
gram or lead would be removed if the Empire producers 
failed to offer these commodities at world prices and in 
quantities sufficient to siqjply the requirements of British 
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consumers The then easting margin of preference on 
foreign tobacco was guaranteed for ten years, subject to 
the condition that the duty on foreign unmanufactured 
tobacco did not fall below 2s id. per poimd. In case the 
duty fell below 2s Jd. per pound, the margm of preference 
would be equal to the full duty The British Government 
also agreed to co-operate m any practical scheme that 
might be agreed between the British and Indian commer- 
cial mterests for promoting greater use of Indian cotton 
in the U K. 

In return for the foregoing concessions, the Go^'emment 
of India agreed to grant preference on 163 classes of 
British goods specified in Schedule * F ’ of the Agreement 
The mar gin of preference was 7J% m the case of motor 
\ehvcles and 10 per cent m the case of all other commo- 
dities specified m the Schedule It was also laid dowm that 
the Government of India would consider, m the bght of 
findings of the Tariff Board, the protective duties to be 
imposed on goods of cotton and artificial silk according as 
they are made m the U IL or elsewhere and accord tariff 
preference of 10 per cent on certain goods specified in 
Schedule ‘G’ m case protective duties are not imposed as 
a result of the recommendations of the TanS Board. 

The agreement was to contmu** m force until a date sis 
months after notice of renunciation was given by either 
partj If, however, the parties desired any modification 
m the agreement they were to notify the same and have 
mutual consultation. In case no agreement was reached 
withm six months of the date of such notice the ongmal 
party had a right to give another six months to enforce 
the change desired. 

From the foregoing analysis of the Indo-Bntish Trade 
Agreement it v^ill be seen that the principle of Imperial 
Preference has become an important feati^ of our com- 
mercial policy The ramifications of such a pohcy of 
de facto discnminations are apt to be wide It behoves 
us, therefore to examine whether this Agreement is m the 
interests of the Indian people who have been made to jom 
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the Empire in the scheme of economic isolation and tariff 
discriminations^ It is essential to bear in mind that India 
IS primarily an agricultural country, trying to develop 
her mdustnes under a policy of discruninatmg protection 
This marked characteristic of our economic organisation 
limits the scope and utility of a policy of de jacto discri- 
mination or Imperial Preference If India is to develop 
her industries rapidly and with nunimum burden upon the 
consumers it is essential that the protection should be 
adequate against all competitive imports irrespective of 
country of origm The accepted policy of Imperial Pre- 
ference will impair the effectiveness of discriminating 
protection Inadequate protection is a serious danger As 
regards the non-competitive industrial imports it is in the 
interests of the poor Indian consumers that there should be 
free competition between different suppliers India should 
be able to get her imports from the cheapest market 

Indian exports, consistmg as they do, primarily of raw 
materials and foodstuffs, also stand to lose from this sort 
of tariff discnmination It is well known that discrimina- 
tion breeds discrimination India should not be a party 
to any scheme of this type Under non-discrimmatory 
commercial policy India can successfully sell her agricul- 
tural produce If preference becomes a part of Indian 
commercial policy, foreign countries will, in turn, discri- 
mmate agamst Indian exports by way of retaliation The 
economic development since the Ottawa Agreements has 
clearly shown the tendency an the part of non-Empire 
countries to discriminate against Indian exports of even 
raw materials and foodstuffs The policy of economic self- 
sufficiency has come m vogue Synthetic substitutes are 
being found, which have displaced a number of raw 
materials This tendency is more marked in Germany and 
Italy In view of these conditions it is uneconomic for 
India to continue to be a party to any scheme of prefe- 
rence and strengthen thereby the tendency towards eco- 
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jioimc self-sufficiency If, however, other coimtnes con- 
tinue to discriminate against Indian exports, — although 
they would rarely do so, — she can effectively retaliate 
against them India has httle to fear from discrimination 
practised by other countries, if she is not herself a party 
to any scheme of preference or other form of discrimi- 
nation 

The most important question that needs to be exarmned 
at this stage is the effectiveness of the British threat of 
tariff discnmmation The Report of the Indian Delegation 
says * “ The issue so long debated whether there should be 
a general scheme of trade preference within the Empire 
was now settled and the question which those responsible 
for India’s fiscal interests had to face was whether India 
was justified m mamtaming her former attitude of aloof- 
ness, whether in fact she could afford to stand out of the 
agreement which seemed likely to include most, if not all, 
Empire countries other than herself It was no longer a 
question of what India stood to gam but what she stood 
to lose That India by keepmg out of the Impenal eco- 
nomic block would have lost some of the markets cannot 
be demed But it is equaUy true that the loss would have 
been soon recouped The non-Empire markets v/ould have 
gradually absorbed more of the Indian produce Besides, 
India's abstention from the scheme of Imperial Preference 
would have meant a vindication of the principle of samty 
in the regulation of mtemational trade and, probably, 
caused serious damage to the scheme The movement for 
economic self-sufficiency, which gathered momentum after 
the Ottawa Agreement, would have received a setback. 
Above all, it is doubtful whether Bntain, in her own 
interests, would have enforced her threat 
The Mody-Lees Pact. — ^The scheme of Impenal Prefe- 
rence imderlying the Indo-Bntish Trade Agreement was 
strengthened by another agreement between the Indian 
and Bntish commercial mterests It has been shown that 
under the Indo-British Trade Agreement the Bntish Gov- 
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emment had agreed to co-operate m any practical scheme 
that might be devised by the British and Indian commer- 
cial mterests for encouraging the consumption of In dian 
raw cotton by the Lancashire cotton mills The Bombay 
Mdlowners, therefore, entered mto a commercial agree- 
ment with the British Tactile Mission The mam features 
of the Agreement were as follows 

(i) The parties agreed that the Indian cotton textile 
industry is entitled, for its progressive development, to a 
reasonable measure of protection against the imports of 
Bntish yarns and piecegoods It was also agreed that owmg 
to lower costs and other factors operating m foreign coun- 
tries, the Indian cotton industry required higher level of 
protection agamst them than against the U K 

(ii) As regards cotton piecegoods, it was agreed that if 
and when, revenue position of the country made it possible 
for the Government of India to remove the general sur- 
charge on all imports imposed m October 1931, the Indian 
side would not make fresh proposals with regard to the 
duties applicable to British imports ^ 

(lu) In the case of cotton yams, the Indian side agreed 
that the duty on British imports would be 5 per cent ad 
valorem with a minimum specific duty of li annas per 
pound 

(iv) In respect of artificial piecegoods the Indian side 
agreed that the duties on Bntish goods would be 30 per cent 

(v) In so far as the Empire and other overseas markets 
for piecegoods and yams were concerned the parties agreed 
that any advantages which might be arranged for British 
goods would be extended to Indian goods, and that India, 
in markets m which she had no independent quota, would 
participate m any quota which might be allocated to the 
UK In respect of overseas markets in which Indian 
mills lack established connections, it was agreed that the 
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Manchester Chamber of Commerce would use its good 
offices to bnng about contacts between Indian manufac- 
turers and Bntish commercial houses which were already 
established in those markets 

(vi) In regard to raw cotton, the Indian side strongly 
emphasised the urgent necessity for further efforts bemg 
made m U K to popularise and promote the use of 
Indian raw material They welcony>d the undertaking 
that the British Textile Mission would be prepared 
to recommend effective action being taken and keep the 
Indian side regularly m touch with developments It was 
further agreed that other avenues of co-operation in this 
field would he explored in the interests of the Indian 
cotton grower 

(vxi) The understandmg was limited in its duration to 
the penod ending on Gist December, 1935 

The pact is welcome as it marks the dawn of an era of 
mutual understandmg between the commercial mterests of 
these two great countries and helps to allay the feeling of 
distrust and suspicion Further, it shows that the Govern- 
ment of India is prepared to endorse an agreement which 
the Indian commercial conunumty may enter mto with 
mdustnalists in other countnes on the basis of reciprocity ^ 

But a close scrutiny of the Agreement reveals glaring 
defects The most obvious defect is that the Agreement 
was entered into on behalf of the whole country by the 
Bombay MiUowneis Association alone without the support 
of an important section of cotton mill industry located in 
other centres The statement issued by Messrs Kasturbhai 
and Khaitan said “ The demands of Lancashire have been 
to reduce the scale of existing import duty against her 
The effect of lowering of tariff can only be an increase 
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m exports from that country and decrease of production, 
of piecegoods in India It cannot fail to have far-reachmg 
consequences not only on Lidian mills, but mdirectly, also 
on the handloom weaver and the cotton grower In 
view of strong opposition from important sections of the 
industry, it is doubtful whether the Government of India 
was justified in incorporatmg lower duties on British goods 
agreed to between the Lancashire and Bombay cotton mill 
mdustry into the Indian Tariff (Textile Protection) Amend- 
ment Act of 1934 referred to in the precedmg section The 
recommendations of the Tariff Board which were definitely 
agamst preferential tariff in favour of Britain were shelved 
Nay, the Government of India went a step ahead of the 
terms of the Agreement and exempted the British yarns 
of counts above 50’s from specific duties This was a dan- 
gerous breach into our protectionist policy 

Lack of reciprocity is another glaring defect of this 
Agreement India made substantial tariff reductions For 
instance, on British artificial silk goods the duties were 
reduced from 50 per cent ad valorem or 4 annas per 
sq yard to SO per cent ad t^loremor 2i annas per sq yard, 
and from 35 per cent or 2J annas per sq yard to 30 per cent 
or 2 as per sq yard on mixed fabrics of cotton and artifi- 
cial silk This was, indeed a substantial concession To 
this must be added reduction m the duty on British cotton 
yarn Further, in respect of British cotton piecegoods 
India agreed not to impose fresh duties after the removal 
of general surcharge In return for these tangible con- 
cessions, which caused marked breaches into the discrimi- 
natmg protectiomst tariff, India got the promise from the 
British Textile Mission to “ recommend effective action 
bemg taken m popularising and promotmg the use of 
Indian raw cotton and keep the Indian side regularly in 
touch with developments” 

The Supplementary Indo-Brhish Trade Agreement of 
1935 — The Government of hidia entered into a supple 
mentary trade agreement with the British Government in 

I 1 ide, The ladju Textile Josraal October ISM pp 3 4 
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nised that import duties constitute an mdispensable ele- 
ment m the revenues of the Government of India, and 
hence revenue considerations would be given due weight 
in fixing levels of import duties 

Third Article of the Agreement is very instructive (i) 
The Government of India agreed to accord protection to 
such industries only as after due mquines by the Tariff 
Board would establish daims thereto in accordance with 
the policy of discriminating protection laid down in the 
resolution adopted by the Legislative Assembly m Febru- 
ary, 1S23, provided that the undertaking would not apply 
to safeguarding of industries under the Safeguardmg Act 
of 1933 (u) ^e Government of India further agreed that 

the measure of protection to be aSorded would be only 
as much as would equate pnces of import goods to fair 
selling pnces of sunilar goo^ produced m India, and that, 
wherever possible, lower rales of duty would be imposed 
on British goods (m) The differential margin of duty 
thus established would not be altered to the detriment of 
Bntish goods (iv) The tmdertalong contained m this 
Article would not prejudice the right of the Government 
of India in cases m which they find it essential, m the 
interests of the revenue, to impose an over-nding revenue 
duty on imported goods higher than the protective duty 
required 

These are more important features of the Agreement This 
Agreement marks an important change m the technique 
of commercial policy In fact, this agreement fetters the 
fiscal autonomy India is said to be enjoying The Gov- 
ernment of India agreed that the protection to be given 
to an Indian mdustry would not exceed what might be 
nece'sary to equate the prices of imported goods to the 
fair selling prices of sumlar goods produced m India This 
undertaking marks a new d^arture, for whereas hitherto 
the prmciple of fair selluig pnces was one of the several 
tests for determining the measure of protection, hence- 
forth it would be the only primary test and guiding star 
of Indian commeraal policy It is essential to remember 
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that the expenence of other countries has proved beyond 
doubt that the test of fair selling price is very difficult to 
enforce and results in unfair treatment of the parties To 
avoid needless complications and ill-feeling this test has 
to be tempered with several other considerations There- 
fore, this test, strictly enforced, will cause serious complica- 
tions in our commercial relations with other countries 
This IS not all The Government of India also agreed to 
accord lower duties on the imports of British goods The 
result IS that not only the tariff discrimmation has become 
an mtegral part of the policy of discnmmatmg protection 
m India hut the British manufacturers can claim the pre- 
ferential treatment as a matter of right Ko longer it is 
discretionary with the Government of India to impose 
differential duties m favour of British goods, it is a legal 
obligation Further, the differential duties, thus imposed 
by the Government of India m favour of Bntish goods, 
“cannot be altered to the detrunent of United Kingdom 
goods ” The Government of India, therefore, ceases to be 
master of its tariff policy Thus, the policy of discnmmat- 
ing protection, as accepted by the Legislature, stands 
altered in matecial particulars, to the detrunent of the 
economic mterests of the country The greatest surprise 
IS that the Government of India has given these under- 
takmgs affecting the most vital mterests of the country 
without reciprocity, the British Government does not give 
any pledge m respect of its tariff policy affecting Indian 
trade 

The procedure m regard to the grant of substantive 
protection to Indian mdustries is also modified Article 
IV of the Agreement laid down that when the question of 
the grant of substantive protection to an Indian industry 
IS referred for enquiry to a Tariff Board the Government 
of India would accord full opportunity to any industry 
concerned m the United Kingdom to state its case and to 
answer the cases presented by the other mterested parties 
The Government of India further agreed that, in the event 
of any radical changes m the conditions affecting protected 
mdustnes during the currency of the period of protection. 



43i 


MODERN COMMERCIAL POLICY 


they would on the request of the British Government or 
of their own motion cause an enquiry to be made as to 
the appropriateness of duties in force from the pomt of 
view of the principle laid down in Article III and that 
in the course of such enquiry full consideration would be 
given to any representations put forward by an> interested 
industry m the United Kingdom 

It is interesting to note that the British mdustnes have 
been given the nght not merely to state their case before 
the Indian Tariff Board but also to ans^ve^ the cases 
presented by the Indian mdustnes The right to answer 
the cases presented by the Indian industries amoimts to a 
serious encroachment upon the claims and privileges o 
the national industries and fetters the discretion of the 
Government of India The Bntish Government does not 
give a similar right to either Indian or other foreign 
mdustnes even to state their case before the Import 
Duties Advisory Committee much lesa to answer th“ 
cases presented by the British industries. Further the 
British Government are given the nght even durmg the 
period of protection to cause an enquiry to be made as 
to the appropnatenes* of existing duties if they feel that 
m view of the economic changes revision is necessary 
That the tariff should be promptly adjusted to suit radical 
changes in economic conditions cannot be denied But it 
IS undesirab e and dangerous to give the right to a foreign 
coimtry to demand such an enquiry at its d scretion Such 
a procedure is apt to cause uncertainty and vexation and 
retard the pace of industrial d“velopment m the country 

In return for these valuable concessions the British Gov 
emroent promised to give consideration to the steps that 
might be taken m co op^rotior with the respective com 
mercial mterests to develop the import from India of raw 
or seim manufactured mater als used m the manufacture 
of articles of a clas« which on importation mto India are 
subject to dzfferentul outies Further they promised to 
continue to use all possible efforts m co-operation with 
the commercial interests to stimulate the consumption of 
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Indian cotton m all possible ways including technical re- 
search, commercial investigation, market liaison and indus- 
trial propaganda They also promised to continue the duty 
free entry of Indian pig iron mto the U K. so long as the 
differential margin m respect of imports of iron and steel 
m India by virtue of the Iron and Steel Protection Act of 
1934 was not lessened. 

The promise to develop the import of raw cotton from 
India IS mdefinite and vague Besides, in view of the lower 
quality of raw cotton grown m India the scope of its con- 
sumption m Lancashire is limited It is, therefore, idle to 
expect that Lancashire mills will use any considerable 
quantity of Indian raw cotton and give a defimte promise 
to that effect 

The promise of duty-free entry of Indian pig iron into the 
UiL, in return for differential tariff treatment accorded to 
British imports of steel products mto India, is a poor bar- 
gam It will be recalled that under the Ottawa Agreement, 
m return for preference on the Bntish galvanised sheets 
imported mto India, Bntam had accorded duty-free entrj 
to Indian pig iron and sheet bars Under the Steel Industry 
Protection Act of 1934 Indian pig iron alone was accorded 
free entry m exchange for preference on the British gal- 
vanised sheets imported mto India The Supplementary 
Indo-Bntish Trade Agreement secured duty-free entry for 
Indian pig xron,^ in exchange for the guarantee not onl> 
of preference on the Bntish galvamsed sheets, but also 
of the existmg differential duties in favour of the U K 
in the case of ail other iron and steel products The under- 
takmg to mamtam the differential margin m favour of 
Bntish imports of iron and steel products was rather a 
costly pnce to pa\ which India could ill afford. 

Thus, the Agreement marks a new departure m our 
tariff policy There have been important changes m 
matters of principle The policy of discriminating protec- 
tion has be®n substantially modified The Manchester 
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Guardian, nghtlj remarlved that ‘ the importance of the 
new Agreement hes in the manner in which India has now 
agreed to adopt certain substantial modifications m the 
way m which discriminating protection may fee applied'”^ 
And \et Sir Joseph Bhore the then Commerce Member 
of the Go\ernment of India claimed We have done 
nothing more than cr^stahse our past fiscal practice and 
pnnciples which have been accepted and laid down either 
directly or indirectly by this Legislature This also 
evplains whj it was not necessary to consult commercial 
opinion m this country We have broken no new ground 
We have \entur®d upon no new field Had vve done so 
I have no doubt we would have followed the practice 
initiated by mj "elf of prior consultation with the com 
mercial and uidustrial interests concerned ’ It is difficu t 
to agree with this mterpretation It cannot b® denied that 
f.bp Co? sranTetit cl Iiidta had rencunccd seme ai the most 
important rights m favour of the British manufacturers 
This must further limit the utility of half hearted and 
halting policy of discriminating protection In short the 
Agreement confered solid advantages ^ on British expor 
ters in return for vague promises to the Indijin evporters 
No wonder therefore that the Assembly rejected the 
Agreement when it was placed before it for .^pprov al * 
Results of the Indo British Trade Agreement of 1932 — 
The repercussions of th s scheme of Imperial Preference 
on Indo British as well as world trade should be noted m 
brief for a detailed analysis of the working i% be>ond the 
scope of the present chapter The "cheme of preference 
outlined m the Indo British Trade Agreement of and 
subsequently dev eloped imder the Modj Lees pact and the 
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of whatever origin, will be admitted free of customs duty 
into the U K- This is a very useful part of the agreem‘=’nt 

(4) Further, the British Got eminent undertakes to 
mamtam, until 19th August, 1942, the existing margin of 
preference on Indian tobacco over foreign tobacco In 
case, however, the duty falls below 2s Jd per lb the mar- 
gin of preference shall be equivalent to the full duty 
They also agree to co-operate m measures taken to facili- 
tate the marketing of Indian tobacco m the U K 

(5) Under Article 6, the drawback of duty on ground- 
nut oil IS to be abolished and that on linseed oil modified 

(6) Under Article 9 the Government of India guarantees 
certam margm of preference on British goods specified m 
Schedule TV (a) On drugs and medicmes contammg spirits, 
the margin of preference is Rs 4/-per Impenal gallon on 
untested and Rs 3/- per Imperial gallon on tested goods (b) 
10*^ margm of preference is accorded on cement, chemicals 
pamts, colours and painters’ materials, fents, woollen car- 
pets, floor rugs shawls iron or steel hoops and strips, iron 
or steel, barbed wire and wire rope, copper wrought and 
manufactures, domestic refrigerators, sewmg and kmttmg 
machines, certain electrical instruments apparatus and 
appliances, wireless reception mstruroents and apparatus 
and component parts thereof, cycles, and non-electncal 
instruments, apparatus and appbances (c) per cent 
margm of preference is guaranteed on motor cars, motor 
cjcles, motor omnibuses, motor vans and motor lorries 

(7) Article 10 is mteresting as it lays down detailed 
provisions aSectmg Indian raw cotton and Bntish cotton 
piecegoods The Bntish Government undertake that they 
will continue to use all possible efforts in co-operation 
with commercial interests to stimulate the consumption of 
Indian cotton in all possible ways, includmg technical 
research, commercial inypstJgaUon, market liaison and 
mdustrial propaganda They also take note of the desire 
of Indian cotton growers that as much as possible of theu: 
production of short staple vaneties of cotton should be 
absorbed m the U K The fulfilment of these objectives, 
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however, they add, depends on the continued pursuit by 
all interests concerned m India of the policy of improving 
the quality and staple of Indian cotton exported to the 
U K by all practicable means The utility of the assu- 
rance provided under this clause, m the absence of gua- 
ranteed purchase, is limited, since the purchases by Britain 
will depend upon the improvements m future, in the 
quality and staple of Indian raw cotton The problem of 
Indian raw cotton, as already referred to, is essentially 
one of quality The Indian cotton grower and those inte- 
rested m his welfare must make strenuous efforts to improve 
the quality of raw cotton or stop cultivating the same The 
cultivation of short staple cotton of lower quality is one 
of the greatest drawbacks in our agricultural economy 
No wonder, therefore that Britam has declined to give any 
definite undertaking to purchase short staple Indian raw 
cotton The undertaking contained in this Article is there- 
fore hardly of any material assistance to the Indian 
cultivator 

In exchange, the Government of India agreed to levy a 
sliding scale of duties on the imports of cotton piecegoods 
from the U K The “basic rates” provided were 17J per 
cent ad valorem on printed goods, 15 per cent ad valorem 
or 2 as pies per lb whichever is higher on grey goods 
and 15 per cent ad valorem on other goods Thus, under 
the agreement, the scale of duties were reduced by 17i per 
cent m the case of printed goods and 5 per cent in the 
case of grey and other goods If however, m any year the 
imports of British cotton piecegoods into India amount to 
350 m yards or less, the import duties charged shall be 
lower than even the basic rates by 2} per cent These 
reduced rates will continue in force so long as the imports 
of British cotton piecegoods do not exceed 425 m yards 
in any year for the puprose of restricting such annual 
imports to the maximum yardage thus fixed The enhanced 
duties are to be reduced to the basic rates after the end of 
any year in which imports from the U K did not exceed 
425 m yards 
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The Tnayirpnm annual yardage of Bntish cotton piece- 
goods to be imported mto India under the basic rates of 
duty vanes according to the annual offtake of Indian raw 
cotton by the U K. Bntain was expected to import 500,000 
bales of Indian raw cotton m 1939, 550 000 bales m 1940, 
and 600,000 bales m every subsequent year, to be able to 
import a maxunvtm of 500 m. yards of cotton piecegoods. 
If there is a deficiency m the offtake of Indian cotton, the 
British cotton pieeegoods actually imported mto India will 
be deemed to have been mcreased by 25 m. yards for 
every 50 000 bales of deficiency or for any part thereof 
The mayimiim permissible deficiency was 100,000 bales for 
1939 and 150,000 hales m any subsequent cotton year But 
if the imports of Indian raw cotton mto the U K. fell 
below 400 000 bales m 1939 or 1940 and below 43O.C00 bales 
m any subsequent years, the Government of India may 
mcrease the basic rates of duties to be levied on the 
imports of British cotton pieeegoods after consultation with 
the British Government In case the imports of Indiar 
raw cotton mto the U K. m any year exceed ISO.OOO bales, 
the import duty on prmted cotton pieeegoods will be 
reduced so as not to exceed the duty charged on other 
varieties of British cotton pieeegoods imported mto India. 
If as a result of this reduction m import duty the imports 
of Bntish printed pieeegoods mcrease the excess up to a 
quantity of 25 m. yards will not be taken mto accoxmt m 
detenniiung the figure either of 425 m. yards or 500 m. 
yards referred to above. 

The Agreement^ wiH remain m force until 31st March. 
1942, subject to six months notice of tenamafaon by either 
party. 

From the foregoing brief analysis of the terms of the 
Agreement it will be seen that the pnnciple of exclusive 
discriminatory preferences contmues to be an mtegral part 
of our commercial policy To this extent the new Agree- 
ment shows no clear signs of any advance towards equality 



MODERN COMMERCIAL POLICY 


442 


of treatment or radical reductions in the barriers on world 
trade 

It may, however, be noted that there are a few important 
changes in the detailed provisions In the first place, 
articles on which preference is granted under the new 
Agreement are fewer than those under the previous agree- 
ments, particularly m the case of British goods imported 
into India This change may be taken as a step in the 
direction of lowering trade barriers It should, however, 
be remembered that profitting from the experience of the 
working of the previous trade agreements, Britain has nov/ 
limited the preferences to those commodities m which she 
has been able to capture valuable share of the Indian 
market Further, m view of the recent Anglo-American 
Trade Agreement Britain had to make some important 
adjustments in her claims of preferent’al treatment in the 
Empire markets The changes introduced by the present 
Agreement are, therefore, determined by the pressure 
exerted by the United States and Canada, and the expe- 
rience gathered from the working of the previous agree- 
ments The principle of discrimination remains intact 
The Cotton Article has introduced quota arrangements 

The mutual concessions offered may now be bneflv 
reviewed It has already been pointed out that the number 
of British goods on which preference is accorded m the 
Indian market has been substantially reduced Under the 
new agreement Britain claims preference only on those 
goods which have greater scope m the Indian market With 
respect to Indian goods on which Britain has granted 
preference the conditions are entirely different The num- 
ber continues to be fairly large In this connection, how- 
ever a few facts must be noted In the first place, the 
Indian goods on which preference is given in the British 
market are raw materials and foodstuffs which must be 
imported at the minimum cost Besides these goods have 
s ra}<s}ii’ely Ijr£^jr »’.ar}d tksr? 

goods m which Britain specialises Secondly, the prefe- 
rences accorded to the Indian goods are shared by the 
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Dominions, colonies and other British dependencies These 
areas are largely agricultural, with the result that m 
certain articles they offer very stiff competition with 
Indian goods in the British market Thirdly, m respect 
of certain articles on which preference has been accorded 
India cannot take advantage of the preferences This is 
so in the case of an article like wheat Fourth, there are 
some articles on which preference extended to India is of 
limited value due to restnction schemes This is the case 
with tea When all these facts are taken into account in 
assessing the value of preferences granted by Britain on 
the Indian goods their value becomes considerably lower 
than the statistical indication of exports and imports The 
articles which are imported free of duty from all countries 
into the U K must necessarily be excluded in assessing 
the value of preferences granted on the Indian goods The 
nature of demand for the Indian and British goods and 
their supply must also be taken into consideration m 
determining the quid pro quo 

The most important innovation is Article 10 of the new 
agreement affecting raw cotton and piecegoods We have 
already shown that there has been a consistent move on 
the part of the Government of India to grant preference 
for British goods in the Indian market even when the 
imports compete with the domestic industry The prin- 
ciple of preference within protection has thus become the 
guiding principle of our commercial policy The pressure 
exerted by Lancashire in this direction has been very 
conspicuous Under the new agreement the claims of 
Lancashire over the Indian market have been further 
strengthened The Go\emment of India has undertaken 
to reduce import duties on British cotton piecegoods with- 
out any detailed enquiry by the Tariff Board These lower 
duties are bound to increase the Lancashire imports into 
Indy'S the cast ef the domestic mdustej' end Jspen This 
will mean a substantial handicap to the domestic industry. 
The most cunous thing to note in this connection is that 
India has been called upon to undergo this sacrifice with- 
out adequate compensation 
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The imports of British cotton piecegoods during the 
recent years have tended to decline from about 515 m 
j’ards in 1934-35 to 267 m. yards in 1937-38 Under the new 
arrangement, the Government of India agreed to reduce 
the import duties even lower than the basic rates in order 
to push up the imports of Lancashire cotton piecegoods to 
425 m yards A further increase up to 450 m yards is 
allowed at the basic rates which are substantially lower 
than the rates which prevailed before the present agree- 
ment In other words, Lancashire is permitted to almost 
double her exports of cotton piecegoods over that of the 
year 1937-38 under the stimulus of substantially lower 
preferential duties, in return for an undertaking to pur- 
chase 500,000 bales of Indian raw cotton in 1939, 550,000 
bales in 1940 and 600,000 bales m subsequent years When 
we recall that during 1935-36 and 1936-37 British purchases 
of Indian raw cotton amounted to about 5| and 6^ lakhs 
of bales respectively, the linking of the imports of British 
cotton piecegoods to the purchase of Indian raw cotton at 
such a low figure does not provide any material assistance 
to the Indian cultivator for whose benefit the Government 
of India claims to have entered into this new agreement 
The more beneficial course, given the present structure of 
the agreement, would have been to call upon Lancashire, 
in return for the definite and immediate^ tariff concessions, 
to purchase Indian raw cotton of specified quality to the 
extent of at least a million bales This must be coupled 
with an undertaking by the Lancashire cotton industry to 
increase the consumption of Indian raw cotton gradually 
in future It should, however, be pointed out that even 
this arrangement would not provide a permanent solution 
of the marketing problem of Indian raw cotton The only 
proper solution ib to improve the quality of our cotton or 
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per cent \\ith a minimum specific duty of annas on 
plain grej goods on the recommendations of an Interim 
Report of the Tariff Board Due to the depreciation of 
the Japanese currencj imports from that country had 
flooded the Indian market and at prices that threatened 
to neutralise the effects of protecti%e duties imposed b^ 
the Act of 1930 The Indian cotton industry therefore 
required additional protection against the cheap Japanese 
imports But since the Indo Japanese Trade Comention 
of 1904 did not permit any discrimmation agamst Japan 
the duties had to be imposed on all non British imports 
In April 1933 His Ma]est\ s Goxemment ga\e notice to 
terminate thia Com ention The duties on non British 
piecegoods were further raised m June of the same year 
to 7o per cent with a minimum duty on plain grey goods 
of annas per pound In retaliation the Japan Cotton 
Spinners Association declared a boycott of Indian cotton 
The enforcement of the boycott immediately affected the 
exports of Indian cotton and negotiations were started for 
an amicable settlement of the dilute In. September 
1933 an official Japanese Delegation arrived in India and 
direct negotiations with the Goxernment of India com 
menced An arrangement acceptable to both the parties 
was made m the form of an Indo Japanese Trade Agree 
ment of 1934 

The Agreement wa^ composed of two parts the Con 
vention proper and the Protocol attached thereto The 
Comention laid down the general principles for regulating 
trade between the two countiies The Protocol provided 
details of the duties to be levied and the quota arrange 
ments Thus the Protocol marked an important depar 
ture in Indian coirmercial pobcy quotas were for the first 
time used by the Gov ernment of India for regulating trade 

Tb® more important features of the Convention may be 
noted Firs both the contracting parties agreed to accord 
^^■£c^p iTMS'f /c?i isstion &ea*Tr£i7f SaojiTiii’y b<^h 

the p jt es agre=‘d that if any tariff modification introduced 
bv one partv adversely affected the interests of the other 
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year exceeded 1,500,000 bales the quantity thus exported 
m excess of 1,500,000 bales was to be, for the purpose of 
determining the relevant quota of Japanese piecegoods, 
added to the quantity of raw cotton exported to Japan in 
the followmg cotton year 

The Agreement was \ery well received by the indus- 
trialists, agricultural interests and the general public The 
industrialists felt happy because of the definite limit placed 
upon the imports of the Japanese cotton piecegoods mto 
India, which were rapidly increasing and threatening the 
domestic industry The agricultural interests welcomed 
the Agreement because it provided an assured market for 
Indian raw cotton The general public, naturally, appre- 
ciated the Trade Agreement which removed the commer- 
cial deadlock and restored the normal flow of trade But 
the defects in the Agreement became apparent soon after 
it was put into force The quota arrangements, as will be 
seen from the preceding analysis, covered only the cotton 
piecegoods imported from Japan The result was that 
Japan increased the exports of artificial silk goods, which 
were not regulated by the quota system, from 2 4 crores 
in 1933-34 to 3 7 crores in 1936-37 Similarly, there was 
a remarkable increase m the imports of Japanese fents 
from Rs 12 lakhs in 1933-34 to Rs 83 lakhs in 1936-37 
The imports of apparel and haberdashery and millinery 
from Japan also recorded a rapid rise from Rs 47 lakhs in 
1933-34 to Rs 73 lakhs in 1936-37 Further, in respect of 
piecegoods covered by the quota system, the linear yard 
basis was taken advantage of and cloth of greater width 
was imported Bes’des, since the scope of the quota system 
was limited only to cotton piecegoods the Japanese com- 
petition in other goods increased considerably and adversely 
affected a number of other Indian industries Thus, not- 
withstanding the quota restrictions the Government of 
India did not succeed m restricting the unfair Japanese 
competition with domestic producers and the need for 
suitable revasinn was anon JeJf 

Indo-Japanese Trade Agreemeat of 1937— In view of the 
defects outlined above, m the informed circles feeling grew 
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that the agreement should be radically revised Further, 
the separation of Burma from India necessitated an adjust^ 
ment in the Protocol to the Trade Agreement Japan had 
entered into a separate agreement with Burma and agreed 
to purchase 65 per cent of the exportable surplus of the 
Burmese cotton crop or 70,000 bales, whichever was less, 
in exchange for 42 million yards of Japanese cotton piece- 
goods A new Indo-Japanesc Trade Agreement was there- 
fore negotiated The new Trade Agreement, however, 
does not make any radical departure from the old one, the 
changes are only in matters of detail (i) The basic quota 
of Japanese pieccgoods to be exported to India is reduced 
to 283 million yards and is linked with an export of 1 
million bales of raw cotton from India to Japan The 
figure of 283 million jards is arrived at by deducting the 
Burmese quota ot 42 million yards from the original quota 
of 325 million yards according to the Agreement of 1934 
(n) In case the export of Indian raw cotton exceeds one 
million bales, the quota of cotton pieccgoods is to be 
increased by U million yards for every 10,000 bales of 
cotton, provided that the maximum limit of the quota is 
358 million yards This is also arrived at by deducting the 
Burmese quota of 42 million yards from the maximum of 
400 million yards fixed m 1934 (in) In case the quantity 
of raw cotton exported from India exceeds li million bales 
in any cotton year, the excess is to be added to the export 
of the following year to determine the Japanese quota, 
but this is not to be cumulative (iv) The quota for piece- 
goods has been classified and apportioned as follows : 
Plain greys 40 per cent , bordered greys 13 per cent , 
bleached (white) goods 10 per cent , printed goods 20 per 
cent and other coloured (dyed or woven) goods 17 per 
cent (v) A new provision is added for regulating the 
Imports of cotton fents Fents are defined as bona fide 
remnants not exceeding four yards in length These fents 
arc not to 6c incfurfecf in the quota for cotton pieccgoods 
to be exported from Japan But the quantity of cotton 
fents that Japan may export to India in any cotton piece- 
goods year is limited to 8 95 m yards If in any year 
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more than this quota is imported, the excess is to be 
deducted from the quota of the next year, if imports are 
less, the deficit is to be added to the quota of the next 
year 

The imports of the silk fents and artificial silk goods 
were not included m the Agreement, though the need for 
regulatmg the Japanese competition m these categones 
has b^en felt The Goi’emment of India have, therefore, 
prohibited the imports of artificial silk fents and increased 
the duties on artificial silk fabrics and artificial silk 
mixture fabrics by an average of one anna per square 
3 ard from 1st April, 1937 This will giv e considerable relief 
to the mdigenous industry 

Ihe quota proinsions of the Agreement are more advan- 
tageous to Japan than to India. It may be noted that the 
imports of Japanese cotton piecegoods into Burma, ab 
judged from the figures of recent years, amounted to about 
70 million jards annually, which were included m the 
basic quota of the old Protocol Under the netv Agreement, 
a separate Burmese quota has been fixed at 42 million 
yards, instead of 70 million jards with the result that 
India will have to absorb 22 million yards more of the 
Japanese cotton piecegoods This may be at the cost of 
the indigenous null industry Of course the Burmese 
market vnU be open for Indian goods, but the Lancashire 
competition will haie to be faced. Further, Bntam may 
conclude a separate trade agreement with Burma and 
acquire preferential treatment for her goods m the Bunrese 
market 

The groan mdustnes which haie suffered most from the 
Japanese comnetition, ha\’e been completely ignored. Thi& 
is a very serious onussiDn It is necessaiy that these 
industries should be adequately protected against foreign 
competition. tVhat is therefore, needed is a broad-based 
trade agreement with Japan on a basis of reciprocity In 
\new of her strong bargaining position India has no cauie 
to despair in this direction. 

Indo-Burmese Trade Agreement. — On the separation of 
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India from Burma, an Order-m-Coimcil issued by His 
Majesty came into force and was to remain in force for 
a period of three years or until twelve months had elapsed 
from the givmg by either the Governor-General of India 
or the Governor of Burma to termmate the operation 
thereof, whichever was a longer period Accordmg to this 
Order-in-Council status guo was maintamed for three years 
from 1st April 1937 The Burmese Government gave the 
notice of termmation on 31sl March, 1940 A new trade 
agreement had therefore to be negotiated 
The mam articles exported from India to Burma are 
cotton piecegoods, cotton twist and yam, jute manufac- 
tures, iron and steel, coal wheat flour, vegetable oils, 
tobacco fish and onions India suppbes a fairly good 
amount of cotton piecegoods to Burma Of 137 million 
yards of cotton piecegoods imported into Burma m 1938-39 
about 89 m. j ards were supplied by India Out of 177 m 
yards of piecegoods exported by India m 1938-39, Burma 
took about 89 m yards Further, about 33 per cent of 
India’s export trade in twist and yam is with Burma As 
regards gunny bags, India supplies practically the whole 
of Burma’s requirements India supplies about 50 per 
cent of Burma’s requirements of iron and steel In coal, 
wheat flour, vegetable oils tobacco and onions, India has 
practically a monopoly m the Burmese market As regards 
sugar, India supplies only a part of the market, a very 
large share of the demand being met by the domestic 
industry The imports from Burma are chiefly rice, kero- 
sene, petroleum, lubricating and mineral oils, teak wood 
and timber India imports about 50 per cent of the total 
exports of rice from Burma In 1939-40 India’s imports 
of nee not m husk from Burma were valued at Rs 17 
crores Thus India is an important purchaser of Burmese 
nee And yet India is not dependent on Burma because 
imports of Burmese rice amount to about 6 per cent of the 
total Indian production Hie exports of Burmese kerosene, 
petroleum and lubneatmg oils are almost entirely to India 
Further, India takes about 60 per cent of Burma’s exports 
of wood and timber 
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The Indo-Burmese Trade Agreement was signed in 
March, 1941 About 77 articles specified m Burmese Cus- 
toms Tariff are on the “ free list,” while on 179 articles 
Burma concedes preference to goods of Indian origin of 
not less than 10 per cent compared with Empire products 
and not less than 15 per cent against non-Empire goods 
Chief among the “ free list ” are coal, raw cotton, cotton 
twist and yarn, gunny bags, pig iron and certain classes 
of machinery Chief among the goods which become 
dutiable at 10 per cent for the first time are certain types 
of cotton fabrics, raw silk, jute, cement, molasses, con- 
densed milk, aluminium and vegetables Indian tea 
becomes subject to a duty of two annas per pound, while 
colonial tea pays three annas Indian chemicals are now 
dutiable at five per cent which represents a margin of 
preference of 15 per cent on Empire chemicals Sugar 
is taxable at Rs 3/- per cwl while on salt, matches and 
silver bullion the duty will be equal to the excise duty 
India has also given valuable concessions 

The Agreement taken as a whole, confers valuable 
mutual advantages, though certain sections of the Indian 
business community may have cause to demui due to 
imposition of import duties on goods imported into Burma 
These import duties will materially help to solve Burma’s 
financial difficulties These duties are expected to yield 
an annual revenue of Rs 1,00,00000 Relatively moderate 
revenue tariff imposed by Burma on Indian goods will help 
them to maintain the present predominant position they 
hold in Burma market There is a great need of m dual 
understanding between India and Burma and a willingness 
to co-operate m solving economic problems We are, m 
fact, one people, though now practically separated Mutual 
estrangement should be avoided at all cost 

National Commercial Policy for India — From the fore- 
going analysis it be seen that the Indian commercial 
policy is not m keeping with the economic requirements 
of the country The defects become more glaring when 
we compare our policy with that of other advanced indus- 
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tnalised countnes It has already been shown that almost 
all countries are seized by a wave of economic self-sufB- 
ciency and the sole object they seem to have m view is to 
restrict the imports effectively so as to protect their own 
national mterests To achieve this aim, extensive and far- 
reachmg measures are being adopted regardless of treaty 
obligations The most significant feature to note is that 
even the most advanced mdustrial countries have resorted 
to agricultural protectionism of extreme type At the same 
time all these countries have adopted mgenious devices 
to push their owm goods in foreign markets These re- 
markable changes in the technique of modem commercial 
policy have profoundly affected our trade and industries 
India should therefore promptly make suitable changes 
in her commercial policy lest our entire economic orgam- 
sation get devitalised The pohcy of discriminating pro- 
tection m its working, has been found to be half-hearted 
and halting It needs radical revision The tariff policv 
of the future should be one of discriminatmg protection 
free from the shackles of rigid and narrow limitations as 
at present m force Today an industry is denied protec- 
tion if it does not possess an adequate supply of efficient 
labour — for there is no dearth of inefficient labour 
— or a large home market, or some of the raw mate- 
rials In no other country is the tariff policy hedged wnth 
such rigid conditions The ngidity of these conditions 
must be relaxed For instance, it should be sufficient for 
our purpose if within a reasonable time labour force can 
be properly tramed or there is reasonable home market 
for the protected mdustry, surplus outlet to be marketed 
m foreign countries with the aid of commercial treaties 
Liken'ise, an undue emphasis oa an abundant suppl5 of 
raw materials is needless and harmful to the economic 
mterests of the country What is most important is that 
an industry seeking protection must usually be able to 
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dispense with protection within reasonable time.^ 

Thus freed from the rigidity of these conditions, the 
policy of discriminating protection should be worked with 
the aid of a permanent Tariff Board, composed of competent 
economists, businessmen and lawyers, having no personal 
interest m any industrial enterprise, with power to call 
for information To such a Tariff Board, the industries 
should have a right to refer their claims for investigation, 
without the intervention of the Commerce Department and 
the Board be free from the restrictions imposed by the 
terms of reference laid down by the Executive The 
Board should have power to make full enquiry affecting 
an industry claiming protection The report of the Tariff 
Board should be promptly published and its recommenda- 
tions m the form of a Bill be placed before the Legislature 
Further, the Tariff Board ought to be empowered to super- 
vise the entire commercial policy of the country It should 
suggest the form and general contents of commercial 
treaties India may enter into with other countries 

As regards the nature and form of commercial treaties, 
our future policy should be two-fold, long-term and imme- 
diate Our long term policy will have to be based on the 
unconditional reciprocal most-favoured-nation treatment, 
and minimum trade barriers consistent with reasonable eco- 
nomic requirements of the country In the immediate 
future, however, our task should be to promote rapid 
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internal industnal develc^ment as determined by the 
policy of duscnimiiating protection discussed above, and 
at the same time safeguard our trade and mdustnes against 
the danger of quotas, exchange control, cleanng agree- 
ments, bilateral trade pacts, tariff barriers, etc. Our 
commercial pohcy, therefore, must tale mto account all 
recent changes m the tetdimque of protection, pro- 
tect our econoznia system from their adverse effects 
and help to reduce the growmg trade bamem on 
international trade It should promote fuller national 
economic development and help to improve mtema- 
tional economic relations Our commercial treaties, 
in vnew of the present world economic conditions, will be 
bilateral m form but multilateral in character India will 
extend full co-operation to all those coimtnes wiUmg to 
adopt liberal commercial pohcy To achieve this objective, 
India wiU have to enter mto broad-based commercial 
treaties with important countries and take effective mea- 
sures against those which refuse to reduce their restnctions 
on Indian goods, ^federate tariff and other trade bamers. 
determmed by the reasonable economic requirements of 
the contracting parties, would be given due consideration 
Such a policy would give full scope for the economic deve- 
lopment of the countries concerned and promote most 
efficient and effective utilisation of world’s economic 
resources. The narrow bilateral pacts, hie the Indo- 
Japanese Trade Agreement, or trade agreement based on 
exclusive tariff preferences, like the Indo-Bntish Trade 
Agreement, are not desirable 
Needless to add that there is no scope for Imperial Pre- 
ference in the Indian commeraal pohej Smee the Indian 
tariff policj vvnll be m keepmg with her reasonable eco- 
nomic requirements there will be no room for preference 
The foreign countries should have no cause to demur smee 
all tho'e following liberal commercial policy vnll be al- 
lowed equal opportunities m the Indian market What 
India needs is a scientific and effective national commercial 
policy to promote the most efficient utilisation of her 
economic resources 
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We may now summarise our conclusions 

(i) The policy of discrimmating protection followed bj 
the Government of India has rendered invaluable assistance 
in promoting mdustnabsation but the progress has been 
slow due to the rigid conditions that have been imposed 
and the most obvious defects in the procedure adopted 
Suitable modifications ought to be effected to make the 
policy more effective and prompt 

(ii) The traditional policy of laiisez faire followed by 
the Government of India till 1923 has retarded the economic 
development of our country 

(ill) There is no room for Imperial Preference in Indian 
tariff policy 

(iv) Narrow or exclusive preferential bilateral trade 
agreements will scarcely serve any useful purpose 

(v) India should enter into broad based trade agree- 
ments and the concessions may be shared by all those 
countries which undertake to follow liberal tariff polic> 
consistent u ith their reasonable national economic 
requirements 
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FUTURE COMMERCIAL POLICY 
Beasoziatle Protecfion is Esseotial for Backward Countries. — 
The detailed analysis of the technique of commercial 
policy gi\'en m the preceding diapters has brought to 
striking rehef its defects and the senous repercussions on 
the volume of world trade and the economic s^ell-bemg 
of the general rna^.’; of the people throughout the world. 
The \oluine of world trade has declined considerably, 
which has led to unemployment and a substantial fall m 
the standard of bring of the people The growth of eco- 
nomic autarky has led to a colossal waste of economic 
resources These dangerous trends must be checked to 
safeguard the economic future of the world. In short, the 
technique of modem commeraal pobcj must be suitabh 
modified to secure an expansion of mtemational trade and 
the most efficient utilisation of the economic resources of 
the world. In the present chapter, therefore, we shall 
state our positive proposals of policy 
The commercial pohcy of the future must recognise 
reasonable national economic requirements of the people 
of a country’ if it is to promote efficient and effecb^'e 
utilisation of the economic resources of the world. The 
history of modem economic development shows that most 
of the advanced countries, m attempts to reorganise the 
structure of their mdustnes from small-scale to mass pro- 
duction on a factory basis, have had to resort to protecbon 
for safeguarding their industr es against the n pfam com- 
petition of more efficiently organised foreign rivals. In 
the first chapter we hai e shown that the Umted Kingdom. 
Germanj , France and the Umled States of America^ orga- 
nised their mdustnes with the aid of protection. Their 
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against a commercial policy It would promote the most 
efBcient utilisation of world economic resources Interna- 
tional trade would then be based on the prmciple of 
complementary exchange, comparative costs would deter- 
mine the channels of trade 

Protectionist policy has its dangers In practice, pro- 
tection has often been continued, due to the vested interests 
created thereby, even after the industries have grown to 
full maturity, at a tremendous cost to the taxpayer In 
other words, protection has tended to perpetuate itself. 
Cases are not lackmg when protection has bred mefficiency, 
due either to an over-dose of protection or lack of adequate 
and effective supervision over the industries receiving state 
assistance To achieve its objective, a national scheme of 
protection must be \ery carefully thought out and stnctly 
enforced There should be a permanent economic autho- 
rity to keep a careful and continued watch over the working 
of the entire policy of protection The cost of this scheme 
to the taxpayer should the minimum compatible with 
maximum efficiency Economy and efficiency should be 
the watchword of this national policy of protection Thus, 
the state has a great responsibihty cast upon it both in 
formulating and working the scheme of protection, so 
that the waste of national economic resources and causes 
of mtemational friction may be minimised The task is 
obviously very delicate and difficult Yet, there is no cause 
for pessimism or despair A well-informed public opinion 
would make the task much easier and responsible public 
criticism be an invaluable guide The public should there- 
fore be taken into confidence and kept well-informed 

Tariffs — ^The technique of modem commercial policy 
analysed in the preceding chapters can hardly stand this 
test The tremendous rise m tariff levels, particularly since 
the depression, cannot be said to be determined by the 
reasonable economic requirements of the countries impos- 
ing them The Hawley-Smoot Tariff Act and the retaliation 
by foreign countries which followed thereafter were 
dictated by the vested interests, out for exploitmg political 
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and other sentiments for sectional ends Imports were 
restricted and inefficient enterprises propped up within the 
national boundanes, which raised the cost of hving of the 
people and created international friction The Govern- 
ments of the countries concerned could resort to these 
misguided and wasteful devices because they did not take 
into confidence the general public opinion in formulating 
their policies In fact, attempts have been made, even m 
democratic countries, to evade public criticism by restonng 
to new devices for regulating trade For instance, quotas, 
as an instrument of commercial policy, vest the power 
largely m the hands of the executwe, which can restrict 
trade more effectively without any interference from the 
legislature The power of the legislature is considerably 
reduced in determmmg the details of commercial policy 
Further, the dangerous effects of quotas on the economic 
welfare of the people are largely concealed so that the 
public cannot readily understand their implications The 
result IS that public criticism of these restrictive com- 
mercial policies IS much less vigorous In the case of 
exchange control, the working of the entire machinery is 
kept as a closely guarded secret For instance, the working 
of the Exchange Equalisation Account m England is an 
official secret The public gets to know the details of its 
workmg when they cease to have much practical valu® 
Thus, It is clear that the Governments are afraid of well- 
informed public cnticism because their restnctionist com- 
mercial polices are not in the national interests The 
general consensus of economic opinion demands the creation 
of conditions which would permit maximum trade expan- 
sion. The obstacles to the growth of international trade 
should be removed In this crusade for a more liberal 
commercial policy a frontal attack must be made on the 
general tariff level Tariffs must be substantially reduced 
The lead in the reduction of tariffs must come from 
advanced industrialised countries like the United Kmgdom, 
the United States of America and France The trade agree- 
ments programme of the United States has made a distinct 
contribution in this direction, though its effectiveness has 
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been limited by the restrictions imposed upon the powers 
of the President and the lack of sufficient response from 
ether advanced countries In this respect, Great Britam, 
being one of the most advanced industrialised countries, 
IS most to blame. Her policy as described above, has 
spurred the sentiment of economic self-sufficiency and 
caused irreparable damage to international economic 
relations The British agricultural policy and the vigorous 
drive for exclusive imperial preference* are significant m 
this connection Even today there is no indication on the 
part of the British Government to give up either the policy 
of de jacto discrimination or of agricultural protectionism. 
The Anglo-American trade agreement has, undoubtedly, 
helped to reduce the height of preferential tanfl within 
the Bntish Empire But, u does not go far enough, the 
dangerous prmciple of commercial discrimination has not 
been seriously assailed The British policy of bilateral 
trade agreements is not sufficiently reassuring The French 
commercial policy is no better The totalitarian states are 
not free from blame for the present chaos m which we find 
ourselves It is essential that both Britain and France 
should sincerely and earnestly co-operate with the United 
States in reducing trade barriers Success in lowering the 
trade barriers can be achieved only if all these three 
advanced countries are prepared to discard the de facto 
discrimination implied in the policy of Imperial Pre- 
ference," reduce protection to the limits determined by 
their reasonable economic requirements, and adopt the un- 
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conditional Most-Favoured-Nation Clause m their bilateral 
trade agreements, which would thereby become multilateral 
in character though bilateral in form Another essential 
condition for the success of this new commercial policy is 
that only those countries which are prepared to mould their 
commercial policy on these Imes should be permitted to 
en]oy the benefit of concessions through the operation of 
the Most-Favoured-Nation Clause in their trade agreements 
If this condition is not observed with scrupulous care there 
would be no incentive for lowering tariffs or other trade 
barriers This would no doubt mean an immediate sub- 
stantial sacrifice of the sectional interests on the part of 
the countiies giving the lead ’ but the gains accruing from 
this liberal policy would soon multiply and more than 
repay the parties 

Quotas.— A more serious menace to the growth of inter- 
national trade comes from the extensive u'e of the import 
quotas In chapter four it has been shown that since the 
depression the use of import quotas as an effective instru- 
ment of commercial policy has increased considerably 
Import quotas are more quick and certain in their effects 
than the customs duties They have considerable adminis- 
trative adi'antage over tariffs In the case of national 
emergency, which demands a drastic cut m the imports, 
quotas can be effectively utilised But, it is this efficiency 
of the quota system, in effectively excluding the imports 
which constituted a more serious menace to the normal 
flow of international trade The executive is apt to make 
use of it for concealing the defects of its economic policy 
and to escape public criticism The import quotas, if the> 
are to serve national economic requirements ought to be 
cautiously and sparmgly used, m the case of emergency 
alone It is a very dangerous instrument of commercial 
policy, it distorts the entire mechanism of exchange The 
quotas, being rigidly and arbitrarily fixed, obstruct, more 
effectively than tariffs any automatic adjustment of inter- 
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national trade to the changes m the economic structures 
of the countries adopting them- Besides, the quotas, since 
they do not fall v/ithin the purview of the Most-Favoured- 
Nation Clause, have led to unlimited discrimination, caused 
retal^tion and strangled vorld trade To combat the 
formidable obstacles to trade created by the use of import 
quotas by one country others are also led to resort to simi- 
lar tactics The evil is contagious 
No wonder, therefore, that the plea that the import 
quotas should be abolished as early as possible has received 
v/ide recognition. The Report of the Erport Committee on 
International Economic Reconstruction, appointed by the 
International Chamber of Commerce, recommended that the 
quotas should v/herever possible be immediately abolished. 
In other cases similar measures should be tahen “at a not 
too distant date" To achj*wc this objective the Committee 
recommended that the states should subscribe to multi- 
lateral agreement on the necessity of abolishing the quota 
system, and replace the existing import quotas by tariff 
quotas during the period of transition. They felt 
that industrial quotas are easier to remove than agricul- 
tural quotas, and therefore recommended that serious efforts 
should be made to rcmo\c all mduslriaJ quotas within two 
}cars of the issue of a mullilateral declaration to that 
effect Vfhere, however, the import quota system cannot 
be immediately suppressed their general v orlang should 
be improved- M. Van Zeeland offered similar suggestions 
He recommended the gradual suppression of all quotas on 
industrial goods, and their replaCTment, if necessary, bj 
ordinary import duties or by tariff quotas He, too, recog- 
nised that there are special difficulties in the v/a> of 
removing agnxniltural quotas, and, therefore, suggested that 
countries should enter into an agreement not to impose nev/ 
agricultural quotas or to tighten up the existmg on‘»s 

ft is (fullcuft to secure any substantial success in sup- 
pressing the import quota ^stem unless the advanc^ 
countnes are ready to renounce their ultra-protectionist 
pohcies tVhat is needed is a bold, courageous and sincere 
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lead from the ad%anced countries, "who need least the aid 
of protection for their ordered economic de%elopment. If 
these countries snow their wiUmgness to limit their 
schemes of protection in accord «’jth their reasonable 
economic requirements, and make a jomt declaration to 
that effect it would immensely facilitate the general 
removal of trade barriers It is not intended to convey 
that these leadmg countnes should themselves immediately 
and suddenly remove all import quotas or other trade 
barriers to set an example for other countries to follow 
Far from it Such a sudden and hasty action would dis- 
locate the entire economic system of the countries con- 
cerned and have an undesirable effect upon other countries 
as well What is needed of these countries is the decla- 
ration of an honest and sincere intention to plaj the part, 
determmed by their economic position, in international 
economic reconstruction This is an essential pre-requisite 
of any future scheme of economic reconstruction 

Further any scheme of mtemational economic recons- 
truction even in its initial stages, must cover both indus- 
trial as well as agricultural quotas A clear cut demarca- 
tion between the two is difficult to mamtain and would 
undoubtedly endanger the success of the scheme In this 
connection the remarks of the Expert Committee are 
significant They said “ Economic self-sufficiency m agricul- 
tural commodities is an ideal which is of more than 
economic significance Moreover the demand for agricul- 
tural products IS much more melastic than the demand for 
industrial products It is therefore not easy to envisage 
a time in the near future w’hen the complete abolition of 
agricultural quotas would be possible by mtemational 
agreement 

Relatively greater reluctance on the part of advanced 
industrialised countries to discard their agricultural quotas 
on non-econonuc grounds, on which the fears of the Com- 
mittee are based, cannot provide the necessary atmosphere 
for the suppression of quotas or other trade barriers Per 
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contra, it strengthens the case of autarky. The relatively 
backward mdustnalised countries would, natm-alJy, be more 
reluctant to give up the industrial quotas, and would be 
forced to start a more vigorous drive for rapid mdustna- 
hsation for the utilisation of their agricultural products 
which fail to find export markets It is essential, there- 
fore, that the quota system as a whole should be assailed 
Piece-meal efforts are bound to fail 

To start with, the administration of the import quota 
system should be improved This should not be very 
difficult to achieve smce it would cause least disturbance 
to the mdustnal structure of the countries using them. 
Per contra, the improvement m administration would brmg 
about substantial saving m both time and money 

After improving the adimmstrative machmery, attempts 
should be made to minimise the discrunmation implicit m 
the import quota system. The quotas should be dis^buted 
on an equitable basts amongst the importers Such a 
measure would not call for any sacrifice on the part of the 
country which makes use of the quotas for helpmg its 
domestic industnes and trade 

Further, the import quotas, being more effective than 
tariffs in checking imports, should be fixed very carefully, 
after a thorough mvestigation by an expert committee of 
the national needs and the economic implications of the 
new measure proposed to be undertaken The import 
quotas should not be arbitrarily fixed as hitherto The 
unlimited discretion of the executive should be carefully 
fettered, without impairmg the efficiency of the system, 
An over dose of protection, which an arbitrary quota 
implies, IS both costly and dangerous 

The next step m the direction of the suppression of the 
import quota sj stem should be the agreement not to impose 
new quotas or to further tighten up the existing ones 
This undertakmg should be mcorporated m the bilateral 
trade agreements contaimng the Most-Fa\oured-Nation 
Clause Thereafter the quota restrictions should be gradu- 
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ally relaxed and replaced by tariffs The process of 
relaxation must be gradual so as to avoid any dislocation 
In the economic structure of the countries affected thereby. 

Exchange Control — Exchange and clearing agreements, 
as lias been shown in the preceding chapters, are v^ry 
serious obstacles to the growth of international trade To 
restore the normal functioning of the international econo- 
mic mechanism, those formidable barriers should be 
removed at the earliest opportunity Any step that may 
be taken in this direction should, however, be very care- 
fully thought out In view of the present international 
economic conditions, the parties would be reluctant to give 
up these measures unless they are assured that the change 
over would cause no serious strain The change should, 
therefore, be gradual 

Sudden and violent changes in the rates of exchange 
between national currencies must be checked to minimise 
the speculative movements of short-term funds and reduce 
the uncertainty to industrialists and businessmen It is 
agreed that international trade must suffer so long as the 
rates of exchange arc highly unstable The adjustment 
of the rates of exchange at a level determined by the 
internal economic structure and the international markets 
IS an essential pre-requisite of any scheme of exchange 
stabilisation There is a marked disparity between the 
national and international cost and price structures The 
rates of exchange should permit the adjustment of balance 
of payments and free functioning of the economic system 
Variations in the rates of exchange should not be used as 
an expedient for artificially pushing exports This would 
secure much needed relative stability Fortunately, the 
trade agreements negotiated by some of the important 
countries, as noted above, contain definite provisions 
against undesirable variations m rates of exchange This 
tendency should be encouraged and strengthened With 
the return of normal international economic conditions a 
more permanent stabilisation should be promptly attempted 

Restrictions on the transfer of funds from one country 
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to another present a more serious obstacle to the move- 
ment of international trade than exchange fluctuations 
Durmg the depression exchange control was adopted by 
several countries to meet the strain on balance of pay- 
ments, caused by the cessation of the flow of new foreign 
loans, recall of old loans, the flight of domestic funds and 
the continuous fall in their exports It is evident, there- 
fore, that the measures of exchange control can be removed 
only if the forces which are responsible for their present 
extensive use are promptly and effectively checked The 
first step in this direction is not merely to stop the abnor- 
mal and embarrassmg flow of funds to the major countnes 
but to reverse it This would be beneficial both to the 
creditor as well as debtor countnes The creditor coim- 
tnes would profit from this measure because it would stop 
an upward pressure upon their currencies from heavy and 
prolonged i^ux of capital In the United Kingdom and 
the United States the influx of “ hot money ” has presented 
senous problems and Exchange Funds have been used to 
protect the mtemal economic structure from inflationary 
effects The Exchange Funds are, however, mere palliatives 
The real problem is one of maldistribution of capital which 
must be senously tackled The flight of capital can be 
checked by restoring financial stability 

For restoring financial stability the resumption of mter- 
national lending is essential Loans must be advanced for 
stabilismg the currencies of the weaker countnes and for 
meeting their financial requirements This would engender 
confidence in the business commumty and help thereby the 
growth of international trade 

Short-term loans should be advanced more frequently 
to finance the imports of debtor countnes, who have been 
disabled to pay off their past debts This would enable 
the creditor countnes to widen the markets for their goods, 
and at the same tune accord an invaluable assistance to 
the debtors m meetmg their essential economic require- 
ments more adequately. In recent years some of the busi- 
ness houses have taken a nwre practical attitude and 
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advanced credits for financing current transactions irres 
pective of the past unliquidated debts What is needed 
IS that the Governments of the creditor countries should 
encourage and aid such transactions. 

Long term loans will have to be advanced for financing 
the capital development of backward debtor countries Of 
course to permit the transfer of capital from the lending 
to the borrowing countries the latter will have to remove 
their import restrictions These loans will enable the 
creditor countries to increase the export of their capital 
good The debtor countries will be able to extend the 
scope of their economic activities with the help of capital 
equipment thus acquired The purchasing power of the 
people in the debtor countries and the ability of their 
Governments to pay off the debts would automatically 
increase as a result of added efficiency in the technique 
of production and relative exchange stability Improve 
ment m the economic conditions of the debtor countries 
IS an essential condition precedent to the removal of 
exchange control and the development of world trade 

As regards the past indebtedness it should be carefully 
studied and scaled down by mutual agreement wherever 
necessary The sums thus agreed to may be consolidated, 
mterest rates thereon reduced in keeping with the market 
conditions and the payments spread over a fairly long 
period so as to avoid any dislocation in the economic 
structure of the debtor countries Above all the creditor 
countries wiU have to remove the high tariff and other 
import restrictions so as to permit the debtor countries to 
pay off their debts in goods and services The creditor 
countries will hav*" to admit larger imports In this con 
nection the change in the American commercial policy 
discussed above is welcome and augurs well for the future 
of world commercial policy 

The Alost Favoured Nation Clause — The essential condi 
tion for the most e‘fici°nt and effective utilisation of 
■world s economic resources and the growth of international 
trede IS equality of treatment Di_cnmmation breeds 
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inefficiency and leads to retaliation The trade agreements 
should, therefore, be so framed as to secure equality of 
treatment The M F N Clause m its unconditional form, 
if mcluded in the commercial treaties, provides the best 
available guarantee of equably of treatment The abuse 
of the Clause should however, be carefully guarded against 
The countries following restnctiomst commercial policy 
should be debarred from shanng the benefits accrumg 
under the Clause The spirit of the M F N Clause should 
guide the commercial policy of the future rather than 
merely the letter The countries cl aimin g to share the 
benefits under the Clause should be compelled to respect 
the obligations ansmg therefrom The scope of the Clause 
should be widened so as to mclude all forms of commercial 
discnmmation Under the present abnormal economic, 
conditions, with excessive trade barriers and autarky in 
vogue, adequate support to the M F N Clause may not 
be, probably, forthcoming Here, too, much depends upon 
the attitude of the advanced mdustnalised countries 
Great Bntam, United States and France can do a great 
deal m removmg discnmmation and restormg equality of 
treatment m commercial practice, on which the future of 
world trade essentially depends The present chaotic con- 
dition of commercial policy is in no way due to any 
defects m the M F N Clause, as is not unoften made out 
The defect hes m the narrow and ngid mterpretation put 
upon the Clause m order to escape its obligations If 
the Clause is liberally mterpreted and scrupulously 
enforced it would be mvaluable both m reducing the trade 
bamers and m providing the equality of treatment Prof 
Vmer nghtly points out that the most-favoured-nation 
pledge should not, or need not, he granted as a routme 
matter, and as merely an mcidental provision m stereo- 
typed treaties of commerce and navigation It should, 
instead, be made an mtegral part of tariff treaties, and 
accorded, reciprocally, as one of the significant items m 
the mutual exchange of considerations. The life of the 
pledge, moreoi er, should be made cotermmus wnth the life 
of the other provisions m the tariff treaty. To countries 



470 


MODERN COMMERCIAL POLICY 


with low-tariffs and non-bargammg policies most-favoured- 
nation treatment should be extended without a pledge, or 
if such a pledge is incorporated jt should be subject to 
termmation m case of departure from the low-tariff policy 
by the countries receiving the pledge High tariff countries 
which refuse to engage in tariff-reducmg negotiations 
should not be given a pledge of unconditional most-favour- 
ed-nation treatment, and whether in practice such treat- 
ment should be extended to any of these countries or with- 
held from them should be determmed as expediency may 
dictate ^ 

Bilateral Trade Agreements — Under the present world 
economic conditions, bilateral trade agreements containing 
the unconditional M F N Clause would be more effective 
in reducing trade barriers than the multilateral agree- 
ments ® The recent experience of multilateral agreements^ 
IS not at all encouraging At best, a multilateral agree- 
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ment would provide for an uniform percentage reduction 
m the general level of tariffs of the signatory countries 
Such a horizontal cut must be ineqiutous and essentially 
conservative An uniform cut applicable to all the parti- 
apating coimtries would be mequitable because the mci- 
dence of tariffs cannot be precisely determined by com- 
paring the absolute levels of a group of countries The 
scope of such agreed reductions is apt to be limited. The 
maximum reduction that can be expected under such an 
agreement is 10 to 15 per cent But, m view of the tre- 
mendous mcrease m the height of tariffs smce the depres- 
sion, such conservative cuts will not sufBce ^Vhat is 
needed is a more vigorous dn\e for the reduction of tariffs 
as well as other forms of trade barriers Bilateral trade 
agreements, contammg the unconditional Most-Favoured- 
Nation Clause would secure larger reductions The recent 
experience of the Umted States m this direction is suffi- 
ciently encouragmg This pobcy should be strengthened. 
The future of commercial pohcy rests essentially on mutual 
understanding beti^een nations 
Proposed Commercial Policy for India * A Contribution 
to Economic Reconstruction. — ^A word about India may be 
added. Indian commercial pohcy should be suitably modi- 
fied to hnng it in line with the above proposals Being 
an mdustrially backward country, wnlh ample natural re- 
sources awaitmg fuller utilisation, India should adopt a 
pohcy of protection and apply it wnlh “ discnmmation,” in 
keeping with her reasonable economic requrements The 
tests of “ discrimination ” at present in force should either 
be relaxed or liberally interpreted The protectne tariff 
thus detennmed, «hould be adequate and secure equality 
of treatment.^ This should be the minimum tariff The 
protectionist policy must be administered wath the assis- 
tance of a competent and permanent Tariff Board, to 
mmumse waste of economic resources The eigienence of 
the working of tariff boards m Canada and Australia will 
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be an invaluable guide in this direction Protection should 
be essentially temporary The interests of the public 
would be safe in the hands of an impartial, competent and 
permanent Tariff Board 

Preference within protection is dangerous and undesir- 
able This IS not all India need not complicate her com- 
mercial policy by resorting to discrinunation in the form 
of Imperial Preference It has been shown that this form 
of discrimination has played an important part in strength- 
enmg the trend towards autarky Besides, India has not 
derived any material benefit from the scheme of Imperial 
Preference In future, too, India would not profit from 
this sort of discrimination, m view of the structure of her 
trade and industries If India, therefore, discards Imperial 
Preference from her commercial policy, she would promote 
her economic interests and at the same time make a valu- 
able contribution towards economic reconstruction 

India’s experience of quota system is not very encourag 
mg Therefore, the use of quotas, in future, should be 
discouraged This change in Indian commercial policy 
would be materially useful in the reduction of trade bar- 
riers 

With moderate protectionist tariff, deterxmned by her 
reasonable requirements, India should enter into broad- 
based commercial treaties,* containing the unconditional 
M F N Clause, with foreign countries and permit full 
scope to their goods in the Indian market on the condition 
that similar facilities are extended to Indian goods m their 
markets Discrimination should be entirely removed from 
Indian commercial policy live tenure of the treaties 
should not be less than seven years Period of three years, 
as adopted by the United States, is rather short for indus- 
trial stability Such a pobcy would help to lower trade 
barriers, for the countries refusing to follow liberal com- 
mercial policy would be penalised With the countries 
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wmch propose to continue restnctionist policy, India may 
have temporarily to resort to narrow commercial bargain- 
ing as an expedient to tide over the emergency But such 
countries would be denied unconditional most favoured- 
nation treatment, so long as they contmue to follow the 
restnctionist commercial policy This black listmg would 
have sufficiently deterrent effect on these countries to give 
up their restnctionist policy and adopt a more liberal 
attitude The experience of the United States smce 1934 
IS very helpful m this direction If Indian commercial 
policy IS moulded on these Imes, India would be able to 
play an important part in the reduction of trade barriers 
and improvement of international economic relations 
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